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1989  REPORT  OF  THE  PHYSICIAN  PAYMENT 
REVIEW  COMMISSION 


TUESDAY,  MARCH  21,  1989 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  B.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10:09  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #6 

MONDAY,   MARCH  13,    1989  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:      (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,   CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  ON 
THE  1989  REPORT  OF  THE  PHYSICIAN  PAYMENT  REVIEW  COMMISSION 


The  Honorable  Fortney  Pete  Stark  (D. ,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  today  announced  that  the  Subcommittee  will  hold  a 
hearing  on  the  1989  report  of  the  Physician  Payment  Review 
Commission.     The  hearing  will  be  held  on  Tuesday,  March  21,  1989, 
beginning  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

In  announcing  the  hearing,  Chairman  Stark  said:  "Medicare's 
system  for  paying  for  physicians'  services  is  badly  out  of  date. 
Costs  to  the  elderly  and  the  taxpayers  are  increasing  by  an  average 
rate  in  excess  of  15  percent  a  year.     We  can  no  longer  afford  to 
delay  corrective  legislation.     I  look  forward  to  recommendations 
from  the  Physician  Payment  Review  Commission  to  assist  Congress 
with  this  difficult  task". 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Committee  and  for  inclusion  in 
the  printed  record  of  the  hearing. 


BACKGROUND 

Medicare  pays  for  physicians'  services  on  a  fee-f or-service 
basis.     The  Medicare-approved  charge  for  a  service  is  set  at  the 
lowest  of  the  physician's  actual  or  customary  charge,  or  the 
prevailing  charge  in  the  locality.     This  mechanism  has  changed 
little  since  the  enactment  of  Medicare  in  1965. 

Recently,  there  has  been  increasing  awareness  of  the  need  for 
fundamental  reform  of  physician  payment  under  Medicare.  Major 
concerns  focus  around  three  issues:     rapid  increases  in  program 
costs,  high  out-of-pocket  costs  for  the  elderly,  and  significant 
ineguities  in  payment  allowances. 

To  assist  in  developing  a  strategy  for  payment  reform, 
Congress  established  the  Physician  Payment  Review  Commission  in 
1986.     In  its  1987  and  1988  reports  to  Congress,  the  Commission  has 
established  a  general  framework  for  change. 

The  Couunissioii  will  formally  submit  its  third  annual  report  to 
Congress  at  the  end  of  April.     This  report  is  expected  to  contain  a 
number  of  specific  recommendations  for  consideration  by  the 
Congress. 


DETAILS   FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

For  those  who  wish  to  file  a  written  statement  for  the  printed 
record  of  the  hearing,  six  (6)  copies  are  reguired  and  must  be 
submitted  by  the  close  of  business  on  Friday,  April  7,   1989,  to 
Robert  J.  Leonard,  Chief  Counsel,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,   1102  Longworth  House  Office  Building, 
Washington,   D.C.   20515.     An  additional  supply  of  statements  may  be 
furnished  for  distribution  to  the  press  and  public  if  supplied  to 
the  office  of  the  Subcommittee  on  Health,   1114  Longworth  House 
Office  Building,  before  the  hearing  begins. 
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-  2  - 


SEE  FORMATTING  REQUIREMENTS  BELOW! 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  1 0  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 


*  *  *   *  * 
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Chairman  Stark.  The  Subcommittee  on  Health  of  the  Committee 
on  Ways  and  Means  will  begin  today's  hearing  which  will  focus  on 
the  1989  report  to  Congress  of  the  Physician  Payment  Review  Com- 
mission, PhysPRC.  The  Commission  once  again  has  done  an  out- 
standing job. 

This  is  the  first  of  a  series  of  hearings  on  budget  reconciliation 
issues  related  to  physician  reimbursement. 

We  first  focused  on  this  issue  in  1983  when  the  concern  over 
mounting  costs  grew.  Unfortunately,  Medicare's  payment  system 
has  remained  unchanged,  and  program  costs  have  continued  to  es- 
calate very  rapidly. 

Total  outlays  for  physician  services  have  more  than  doubled  over 
the  past  5  years,  increasing  at  a  compounded  rate  of  almost  16  per- 
cent a  year,  from  $13  billion  in  1983  to  $28  billion  in  1988. 

We  cannot  afford  to  put  off  decisions  on  how  to  reverse  this 
alarming  grdwth  rate  any  longer.  Fortunately,  the  Commission's 
report  provides  thoughtful  guidance  for  Congress.  So  we  can  make 
necessary  changes  if  we  have  the  political  will  to  do  so. 

Any  payment  reform  package  must  address  three  main  issues. 

First,  and  foremost,  Medicare  beneficiaries  must  have  protection 
from  the  escalating  personal  costs  of  medical  bills.  We  have  made 
considerable  progress  in  this  area,  and  the  participating  physician 
program  has  been  an  unqualified  success.  As  a  result,  physicians 
now  accept  assignment  on  almost  80  percent  of  the  services  they 
provide. 

But  more  remains  to  be  done.  Extra  billing  still  costs  benefici- 
aries more  than  $3.5  billion  a  year.  Over  a  million  beneficiaries 
will  incur  extra  billing  liabilities  in  excess  of  $1,000  this  year,  and 
that  is  money  not  covered  by  Medicare  or  not  covered  by  the  cata- 
strophic bill. 

Second,  any  payment  reform  package  must  control  the  total 
costs.  These  costs  that  we  have  talked  about  have  been  doubling 
every  5  years.  More  than  half  of  this  cost  increase  is  due  to  in- 
creases in  volume.  That  means  that  payment  reform  must  address 
the  volume  issue  as  well. 

We  cannot  continue  to  pass  these  cost  increases  on  to  the  elderly 
for  their  25  percent  or  to  the  taxpayers  at  large  for  the  approxi- 
mately 75  percent  they  are  paying.  Costs  can  be  controlled  without 
risk  to  quality. 

The  fundamental  problem  is  that  Medicare  gives  doctors  a  blank 
check.  The  more  services  they  provide,  the  more  they  earn  whether 
or  not  the  services  are  really  needed.  Payment  reform  must  correct 
this  perverse  incentive. 

Finally,  payment  reform  should  address  the  issue  of  equity. 

The  Harvard  resource  based  relative  value  scale  study  strongly 
suggests  that  Medicare  overcompensates  for  technical  services, 
such  as  diagnostic  tests  and  surgery,  and  undercompensates  pri- 
mary care  services,  such  as  office  and  nursing  home  visits. 

Geographic  inequities  in  payment  have  also  been  identified. 

The  subcommittee  has  previously  focused  on  overpriced  proce- 
dures as  a  way  of  achieving  budget  savings  in  an  equitable  manner. 
The  administration  has  made  similar  proposals  for  the  fiscal  year 
1990  budget. 


5 


The  Commission's  report  addresses  each  of  these  three  major 
areas  of  concern.  The  Commission  has  made  significant  recommen- 
dations to  reduce  extra  billing  for  beneficiaries,  to  control  total  pro- 
gram costs  to  the  taxpayers,  and  to  improve  equity  in  payments  for 
physicians.  I  expect  the  subcommittee  will  give  careful  consider- 
ation to  the  Commission's  recommendations  as  a  package. 

Mr.  Chandler. 

Mr.  Chandler.  No. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  No. 

Chairman  Stark.  Mr.  Levin. 

Mr.  Levin.  No. 

Chairman  Stark.  I  would  now  like  to  call  Dr.  Philip  R.  Lee,  the 
Chairman  of  the  Physician  Payment  Review  Commission,  as  our 
first  witness.  He  will  be  accompanied  by  the  Commission's  Execu- 
tive Director,  Mr.  Paul  Ginsburg. 

We  are  pleased  to  have  you  gentlemen  back  with  the  committee 
once  again.  Please  proceed  to  enlighten  us  in  any  manner  you 
would  care  to. 

STATEMENT  OF  PHILIP  R.  LEE,  M.D.,  CHAIRMAN,  PHYSICIAN 
PAYMENT  REVIEW  COMMISSION,  ACCOMPANIED  BY  PAUL 
GINSBURG,  EXECUTIVE  DIRECTOR 

Dr.  Lee.  Thank  you  very  much,  Mr.  Chairman.  We  do  have  a 
statement  which  we  would  like  to  submit  for  the  record. 

Chairman  Stark.  Without  objection,  Dr.  Lee,  your  statement  and 
the  prepared  statements  of  all  of  the  witnesses  today  will  appear  in 
their  entirety  in  the  record.  For  any  subsequent  answers,  the 
record  will  stay  open  for  any  letters  or  subsequent  information  you 
care  to  submit. 

Dr.  Lee.  Thank  you. 

The  Physician  Payment  Review  Commission  has  developed  pro- 
posals to  rationalize  the  patterns  of  payments  to  physicians  by 
Medicare  and  to  slow  the  rate  of  increase  in  program  costs  so  that 
they  are  affordable  to  beneficiaries  and  taxpayers.  It  met  on  March 
9  and  10  and  approved  the  recommendations  to  be  included  in  its 
1989  report  to  Congress,  which  will  be  submitted  by  April  30. 

To  rationalize  the  pattern  of  payments  by  Medicare,  the  Commis- 
sion proposed  a  Medicare  fee  schedule  based  primarily  on  resource 
costs.  To  limit  beneficiary  financial  liability,  it  recommends  limits 
on  balance  billing.  To  control  growth  in  expenditures,  the  Commis- 
sion proposes  the  use  of  expenditure  targets  and  increased  research 
on  effectiveness  of  medical  services,  the  development  of  practice 
guidelines,  and  improvements  in  utilization  review  and  quality  as- 
surance. 

Let  me  describe  these  recommendations  in  a  little  more  detail. 

First,  the  fee  schedule:  It  replaces  the  customary,  prevailing  and 
reasonable  payment  system  currently  in  effect.  It  is  primarily 
based  on  the  resource  costs  of  providing  services.  It  is  based  on  rel- 
ative values  that  include  both  physician's  work  and  practice  costs. 
A  dollar  conversion  factor  converts  the  RVS,  which  includes  ap- 
proximately 7,000  separate  codes  defining  specific  services  and  pro- 
cedures, to  a  fee  schedule.  It  should  be  revenue  neutral  at  its 
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outset.  A  geographic  multiplier  is  then  used  to  account  for  the  dif- 
ferent overhead  costs  in  different  geographic  areas. 

The  relative  value  scale  includes  both  the  physician's  work  and 
the  overhead  costs  of  practice.  The  Commission  is  using  the  method 
developed  by  Prof.  William  Hsiao  and  his  associates  at  Harvard  to 
describe  the  work  of  the  physician,  with  modifications  by  Dr.  Hsiao 
and  by  the  Commission.  The  most  important  modifications  by  the 
Commission  include  the  establishment  of  global  fees  for  surgical 
services,  the  incorporation  of  time  in  addition  to  other  factors  in 
evaluation  and  management  service  codes,  and  an  improved 
method  for  determining  practice  costs. 

Practice  costs  will  initially  be  calculated  by  specialty,  but  this 
method  will  be  superseded  by  estimates  of  practice  costs  by  type  of 
service  when  the  data  is  available.  The  Commission  also  recom- 
mends a  separate  cost  of  practice  calculation  for  professional  liabil- 
ity premiums. 

The  Medicare  fee  schedule  RVS  should  be  updated  annually.  We 
believe  that  the  process  followed  by  the  Commission  during  the 
past  2V2  years  is  an  effective  one  to  deal  with  the  update.  The  med- 
ical profession  certainly  has  a  key  role  to  play  in  this  process. 

Specialty  differentials  can  be  eliminated  under  the  proposed 
Medicare  fee  schedule.  The  grouping  of  codes  mandated  by  Con- 
gress for  January  1,  1990,  should  be  postponed.  The  abuse  and 
misuse  of  the  coding  system  can  be  better  handled  by  the  proposals 
that  we  are  recommending. 

Mandatory  assignment  was  recommended  for  qualified  Medicare 
beneficiaries,  QMB's.  Because  the  Commission  considers  QMB's  to 
be  Medicaid  beneficiaries,  we  believe  should  be  covered  by  the 
same  assignment  policies  as  dual  eligibles.  Mandatory  assignment 
on  all  unassigned  claims  was  not  recommended.  Although  a 
number  of  Commissioners  favored  this  policy,  the  majority  do  not 
support  it  at  this  time.  Our  balance  alludes  to  Medicare  precedents 
for  a  balance  billing  limit  of  115  to  125  percent  on  unassigned 
claims. 

It  was  recommended  that  the  PAR  program  be  continued.  It  cur- 
rently provides  for  a  5  percent  differential  in  the  payment  to  PAR 
physicians. 

A  transition  fee  schedule,  to  go  into  effect  on  April  1,  1990,  is  rec- 
ommended. The  transition  fee  schedule  would  modify  the  current 
prevailing  charges  in  the  direction  of  the  resource-based  fees  that 
will  be  adopted  when  the  Medicare  fee  schedule  is  implemented  in 
1991.  Thus,  the  fees  for  evaluation  and  management  services  would 
increase,  and  the  fees  for  many  procedures  would  decrease. 

The  impact  of  the  proposed  changes  on  physicians  and  benefici- 
aries are  shown  in  tables  1  to  4  attached  to  our  testimony  submit- 
ted for  the  record,  table  1  described  changes  in  selective  services; 
table  2,  the  impact  on  specialties;  table  3,  the  urban/rural  impact; 
and  table  4,  the  impact  on  beneficiary  coinsurance  and  balance  bill- 
ing. 

Next,  let  me  talk  about  policies  to  slow  expenditure  increases. 
The  Commission  recommends  a  national  expenditure  target.  The 
rate  of  increase  projected  from  year-to-year  would  be  based  on 
three  factors:  practice  costs,  the  increase  in  the  number  of  benefici- 
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aries,  and  the  desired  increase  in  volume  of  services.  Those  would 
each  be  percentage  increases. 

There  would  be  an  annual  update.  If  expenditures  in  any  1  year 
exceeded  the  targets,  the  fees  in  the  subsequent  years  would  be  re- 
duced a  proportionate  amount.  If  the  expenditures  were  below  the 
target,  the  fees  could  be  increased  a  proportionate  amount. 

We  believe  that  there  might  be  an  evolution  from  the  national 
expenditure  target  to  multiple  targets;  for  example,  at  the  State  or 
carrier  level,  or  perhaps  by  specialty  such  as  surgery  or  medical 
services. 

The  expenditure  target  would  initially  include  physician  expendi- 
tures under  part  B  only.  Subsequently,  it  might  include  all  of  part 
B  expenditures,  and  perhaps  hospital  admissions  at  a  later  date. 

A  second  strategy  for  reducing  the  rate  of  increase  in  Medicare 
expenditures  falls  under  the  general  description  of  effectiveness  re- 
search and  practice  guidelines.  The  Commission  strongly  applauds 
the  initiative  that  was  started  last  year  by  Dr.  Roper.  This  area  has 
been  examined  very  carefully  by  the  Institute  of  Medicine.  They 
have  made  major  recommendations  in  the  area  as  have  others. 

We  believe  that  an  expansion  in  this  area  to  identify  what  serv- 
ices are  effective  will  be  a  critically  important  element.  This  can 
include  clinical  effectiveness  research  and  health  services  research 
including  things  like  cost  effectiveness  studies.  It  would  include  the 
Health  Care  Financing  Administration,  the  National  Center  for 
Health  Services  Research,  the  National  Institutes  of  Health,  which 
have  been  very  important  in  the  consensus  conferences. 

The  medical  profession  will  play  a  critical  role  in  the  develop- 
ment of  practice  guidelines,  and  we  believe  there  are  a  number  of 
areas  where  practice  guidelines  can  move  from  their  current  status 
as  an  educational  tool  to  a  device  that  can  be  used  to  more  effec- 
tively control  utilization.  Guidelines  should  be  utilized  more  appro- 
priately at  the  carrier  and  PRO  level.  We  also  hope  that  expendi- 
ture targets  will  encourage  the  medical  profession  to  be  more  in- 
volved with  the  Health  Care  Financing  Administration,  carriers, 
and  PRO's  in  utilization  and  quality  reviews. 

A  third  and  very  important  area  to  develop  is  an  infrastructure 
for  payment  reform.  We  applaud  HCFA's  efforts  to  introduce  a 
unique  physician  identifier  and  to  incorporate  diagnostic  informa- 
tion on  part  B  claim  forms,  and  to  develop  a  common  working  file 
including  part  A  and  part  B  claims  data. 

We  also  believe  that  it  would  be  important  to  require  providers 
to  submit  all  claims.  This  would  provide  for  much  more  accurate 
claims  data.  It  would  also  be  a  service  to  beneficiaries. 

We  believe  that  the  Congress  should  urge  HCFA  to  accelerate 
the  trend  toward  electronic  claims  processing.  It  is  not  feasible  to 
do  that  universally  now,  but  some  carriers  are  doing  more  to  pro- 
mote electronic  submission  than  others. 

Finally,  we  believe  in  this  area  that  there  must  be  adequate 
funding  for  HCFA  and  carrier  medical  reviews  and  for  other  infra- 
structure activities.  If  we  are  going  to  institute  the  kind  of  reforms 
that  we  are  proposing,  you  have  to  have  a  management  capacity  at 
both  the  HCFA  level  and  carrier  level. 

Finally,  we  make  recommendations  with  respect  to  capitation. 
Congress  had  earlier  enacted  provisions  to  prohibit  HMO's  and 
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CMP's  from  using  financial  inducements  to  reduce  or  limit  medical 
services.  These  prohibitions  were  to  go  into  effect  in  1990.  We  be- 
lieve these  can  and  should  be  modified.  First,  a  limit  on  total  risk 
assumed  by  physicians  should  be  established  through  some  form  of 
stop  loss.  Second,  the  incentives  in  these  organizations  should  rely 
primarily  on  incentives  to  groups  of  physicians,  not  individual  phy- 
sicians. We  believe  also  that  there  should  be  disclosure  by  HMO's 
or  the  other  organizations  to  both  physicians  and  beneficiaries,  of 
appropriate  information  on  their  risk-sharing  arrangements. 

Mr.  Chairman,  this  represents  a  brief  summary  of  the  informa- 
tion that  is  provided  in  greater  detail  in  the  testimony  and  will,  of 
course,  be  provided  in  much  greater  detail  in  our  report  which  will 
be  submitted  next  month. 

Thank  you  very  much. 

[The  statement  of  Dr.  Lee  follows:] 
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Statement  of 
Philip  R.  Lee,  M.D. 
Chairman 

Physician  Payment  Review  Commission 


The  Physician  Payment  Review  Commission  has  developed  p  oposals  to  rationalize  the  pattern  of  payments 
to  physicians  by  Medicare  and  to  slow  the  rate  of  increase  in  program  costs  so  that  they  are  affordable  to 
the  beneficiaries  and  the  taxpayers.  It  met  last  week  and  approved  the  recommendations  to  be  included 
in  its  1989  Report  to  Congress,  which  will  be  submitted  by  April  30.  I  appear  before  you  today  to  discuss 
these  recommendations  and  answer  your  questions. 

To  rationalize  the  pattern  of  payments  by  Medicare,  the  Commission  proposes  a  Medicare  Fee  Schedule 
based  primarily  on  resource  costs.  To  limit  beneficiary  financial  liability,  it  recommends  limits  on  balance 
billing.  To  control  growth  in  expenditures,  the  Commission  proposes  the  use  of  expenditure  targets  and 
increased  research  on  effectiveness  of  medical  services  and  development  of  practice  guidelines. 


MEDICARE  FEE  SCHEDULE 

In  its  report  to  Congress  two  years  ago,  the  Commission  called  for  the  development  of  a  fee  schedule  for 
Medicare.  We  are  now  proposing  that  the  current  CPR  method  for  paying  physicians  be  replaced  by  a 
Medicare  Fee  Schedule  that  is  based  primarily  on  resource  costs.  The  Commission  recommends  enactment 
of  legislation  this  year  to  establish  a  Medicare  Fee  Schedule,  with  a  transition  fee  schedule  implemented 
within  six  months  of  enactment  to  move  the  payment  system  in  a  series  of  steps  toward  full  implementation 
of  the  Medicare  Fee  Schedule  in  1992.  The  Commission  also  recommends  that  the  Medicare  Fee  Schedule 
should  include  all  specialties,  including  radiology  and  anesthesiology  for  which  separate  fee  schedules  now 
exist  for  Medicare  payment. 

A  fee  schedule  consists  of: 

o         a  relative  value  scale  (RVS).  which  indicates  the  value  of  each  service  or  procedure  relative 
to  others, 

o        a  conversion  factor,  which  translates  the  RVS  into  a  fee  for  each  service,  and 

o        a  geographic  multiplier,  which  indicates  how  payment  for  a  service  is  to  vary  from  one 
geographic  area  to  another. 


Relative  Value  Scale 

The  Commission  has  reached  a  number  of  conclusions  about  the  design  of  the  relative  value  scale  for  the 
Medicare  Fee  Schedule.  I  will  briefly  describe  our  recommendations  and  then  provide  some  background 
for  the  Commission's  decisions. 

The  Commission  recommends  that  the  relative  value  scale  (RVS)  be  comprised  of  two  cost  elements:  relative 
physician  work  and  practice  costs. 

With  respect  to  relative  physician  work,  the  Commission  favors: 

o        the  use  of  the  Hsiao  methodology  for  estimating  relative  physician  work,  with  refinements 
based  on  current  work  by  Dr.  Hsiao  and  analyses  currently  underway  by  the  Commission 

o         adoption  of  a  policy  developed  by  the  Commission  to  standardize  the  definition  for  all 
surgical  global  services,  and 

o         modification  of  the  current  coding  system  for  evaluation  and  management  services  to 
incorporate  time  into  the  definition  of  visit  codes 

For  practice  costs,  the  Commission  proposes: 

o         use  of  a  Commission-developed  additive  formula  for  incorporating  practice  costs  into  the 
RVS 

o         initial  use  of  the  Commission's  refined  estimates  of  practice  costs  by  specialty,  to  be 
superceded  by  estimates  of  practice  costs  by  category  of  service. 

o         developing  a  separate  practice  cost  factor  for  professional  liability  insurance  premiums 


Relative  Physician  Work.  The  Commission  has  carefully  evaluated  the  pioneering  work  by  William  Hsiao  and 
his  colleagues  at  Harvard  University  to  develop  a  resource-based  relative  value  scale.  As  have  others,  the 
Commission  has  found  the  methodology  for  estimating  relative  physician  work  to  be  sound  and  has  drawn 
heavily  on  it  in  developing  its  RVS  for  the  Medicare  Fee  Schedule.  The  Commission's  evaluation  calls  for 
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additional  research  to  be  undertaken  by  Dr.  Hsiao  and  the  Commission  staff  to  strengthen  the  results  of  the 
study.  Most  of  these  tasks  are  already  underway. 

A  national  fee  schedule  requires  that  the  codes  for  physician  services  be  interpreted  uniformly  by  all 
physicians  and  carriers.  Only  then  can  accurate  relative  values  be  assigned  to  each  service  so  that  fees 
reflect  the  resource  costs  associated  with  providing  that  service.  The  Commission's  recommendations  call 
for  changes  related  to  coding  in  two  important  areas:  surgical  global  fees  and  evaluation  and  management 
services. 

Codes  for  Surgical  Global  Services.  With  the  unanimous  agreement  of  a  consensus  panel  made  up  of 
surgeons  and  carrier  representatives,  the  Commission  has  developed  a  policy  defining  which  services 
associated  with  an  operation  are  to  be  included  in  the  global  payment  for  surgery  and  which  are  to  be  paid 
separately.  Using  data  from  the  Hsiao  study,  the  Commission  has  calculated  the  relative  values  for  each 
operation  to  conform  to  this  policy. 

Codes  for  Evaluation  and  Management  Services.  Physicians  cannot  accurately  use  the  current  codes  for 
evaluation  and  management  services  (commonly  referred  to  as  visit  codes)  to  reflect  their  time  and  work, 
because  the  levels  of  service  (e.g.,  brief,  intermediate,  comprehensive)  are  not  precisely  defined.  Therefore, 
it  is  difficult  to  assign  accurate  values  to  current  visit  codes  in  a  resource-based  fee  schedule.  Analysis  by 
the  Commission  and  by  Dr.  Hsiao  and  his  colleagues  suggests  that  the  physician's  time  is  a  good  predictor 
of  the  work  involved  in  each  type  of  visit  (e.g.,  hospital  visit,  office  visit,  new  patient,  established  patient). 
The  Commission  recommends  that  time  be  incorporated  into  the  definitions  for  visit  codes.  This  coding 
reform  would  allow  more  accurate  relative  values  to  be  assigned  to  these  services  and  help  physicians  use 
the  codes  properly.  Carriers  would  also  have  a  way  to  determine  whether  physicians  were  billing  correctly 
for  these  services. 

With  work  currently  underway  by  the  Commission,  Dr.  Hsiao  and  the  AMA-sponsored  CPT  Editorial  Panel 
that  oversees  the  CPT  coding  system,  we  expect  definitions  for  visit  codes  to  be  revised  and  individual 
relative  values  to  be  assigned  within  the  next  year,  well  before  full  implementation  of  the  Medicare  Fee 
Schedule. 

Grouping  of  Codes.  Given  the  work  currently  underway  to  modify  the  coding  system  for  the  Medicare  Fee 
Schedule,  the  Commission  recommends  the  postponement  of  the  legislative  mandate  to  "group  codes  for 
payment  purposes"  by  January  1,  1990.1  The  goal  of  this  mandate  is  to  control  misuse  and  abuse  of  the 
coding  system  under  the  current  payment  method.  Analysis  by  the  Commission  suggests  that  this  could 
be  accomplished  more  effectively  by  integrating  precise  definitions  for  codes  with  more  rational  fees  for 
physician  services. 

Practice  Cost  Formula.  The  Commission  has  developed  a  formula  for  incorporating  practice  costs  into  the 
RVS  that  allows  for  overhead  to  be  calculated  independently  from  physician  work.  The  original  formula 
developed  by  Dr.  Hsiao  allowed  changes  in  estimates  of  physician  work  to  affect  the  calculation  of  overhead. 
This  distorted  the  relative  values  and  led  to  an  overestimate  of  the  impact  of  the  shift  to  a  fee  schedule.  As 
a  result  of  the  Commission's  correction  in  the  formula,  the  magnitude  of  changes  in  fees  and  impacts  on 
different  specialties  is  almost  halved  from  the  preliminary  estimates  reported  by  Dr.  Hsiao  and  his  colleagues 
last  summer.2  From  our  discussions  with  Dr.  Hsiao,  we  understand  that  he  agrees  with  the  Commission's 
modification  of  the  formula. 

Professional  Liability  Insurance.  Insurance  coverage  for  professional  liability  represents  a  major  cost  to 
physicians  that  varies  substantially  by  specialty  and  geographic  area.  To  assure  that  the  fee  schedule 
adequately  accounts  for  differences  among  risk  classes  (e.g.,  physicians  doing  no  surgery  versus  thoracic, 
vascular  and  orthopedic  surgeons)  and  localities  (e.g.,  Florida,  Idaho)  used  in  setting  premium  rates,  the 
Commission  recommends  that  professional  liability  insurance  premiums  should  be  treated  as  a  separate 
practice  cost  factor. 

Updating  the  Relative  Value  Scale.  Revisions  in  the  relative  value  scale  will  be  required  to  account  for  the 
introduction  of  new  technology,  changes  in  the  use  of  existing  technology  and  in  clinical  approaches  to  care, 
and  refinements  in  the  coding  system.  The  Commission  recommends  that  the  process  used  to  develop  the 
Medicare  Fee  Schedule,  in  which  the  Commission  provides  the  Congress  with  the  information  and  advice 
it  needs  to  make  policy  decisions,  be  used  for  updating  the  relative  value  scale.  That  process  has  been 
successful  in  accomplishing  the  technical  and  policy  development  tasks  required,  and  it  provides  substantial 
opportunity  for  organizations  representing  physicians,  beneficiaries  and  others  affected  by  the  policy  to 
participate  in  the  decision-making  process. 

Physicians,  in  particular,  have  a  major  role  to  play  in  revising  the  relative  value  scale.  The  Commission  will 
continue  to  work  closely  with  the  American  Medical  Association  (AMA)  and  the  specialty  societies.  If  the 
medical  profession  decides  to  coordinate  its  input  on  updating  the  relative  value  scale  through  the  AMA,  the 
Commission  would  find  that  an  acceptable  process. 


1Omnibus  Budget  Reconciliation  Act  of  1986  (P.L  99-509),  Section  9331  (d)(2). 


2Hsiao,  et  al.,  "Results  and  Policy  Implications  of  the  Resource-Based  Relative  Value  Study,"  The  New 
England  Journal  of  Medicine,  319  (13):  881-888  (September  29,  1988. 
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Conversion  Factor 

The  conversion  factor  transforms  the  RVS  into  a  schedule  of  dollar  payments  for  each  service.  The 
Commission  recommends  that  the  initial  conversion  factor  be  set  so  that  outlays  for  physicians'  services 
projected  under  the  fee  schedule  are  the  same  as  those  projected  under  the  current  payment  system. 

The  conversion  factor  should  be  updated  annually.  The  formula  used  to  determine  the  update  should  have 
as  one  element  the  difference  between  targeted  and  actual  expenditures.  I  will  describe  how  the  formula 
would  be  used  when  I  turn  to  expenditure  targets. 


Geographic  Multipliers 

The  Commission  recommends  that  the  geographic  multiplier  reflect  only  variation  in  overhead  costs  of 
practice.  The  amount  physicians  receive  for  their  time  and  effort,  after  subtracting  overhead  costs,  should 
not  vary  by  locality.  Therefore,  if  physicians  in  two  parts  of  the  country  provide  the  same  quantity  and  mix 
of  services  to  Medicare  beneficiaries,  they  would  receive  the  same  net  income  from  Medicare.  This  policy 
would  reduce  substantially  the  magnitude  of  geographic  variation  in  fees. 


Specialty  Differentials 

The  Commission  recommends  that  when  a  service  provided  by  physicians  in  different  specialties  is 
essentially  the  same,  the  payment  should  be  the  same.  Therefore,  specialty  differentials  -  differences  in 
payment  to  physicians  of  different  specialties  for  the  same  procedure  code  -  would  be  eliminated  under  the 
fee  schedule. 

In  some  cases,  physicians  in  different  specialties  provide  different  services  under  the  same  code,  and  yet 
receive  the  same  payment,  because  distinct  codes  that  would  accurately  capture  these  differences  do  not 
exist.  These  legitimate  differences,  when  substantiated,  should  be  recognized  by  establishing  new  codes. 
Identification  of  such  coding  changes  would  be  part  of  the  process  for  updating  the  relative  value  scale. 


Assignment  and  Balance  Billing 

The  Medicare  Fee  Schedule  must  be  accompanied  by  policies  to  limit  beneficiaries'  financial  responsibility 
for  charges  in  excess  of  what  Medicare  allows.  The  Commission  does  not  recommend  mandatory 
assignment  but  proposes  the  following  set  of  policies  that  together  provide  increased  protection  for 
beneficiaries: 

o  limitations  on  charges  for  unassigned  claims  to  a  fixed  percentage  of  the  fee  schedule 
amount.  These  charge  limits  would  replace  current  MAAC  limits.  Federal  legislation  in 
recent  years  has  set  two  precedents  for  the  amount  of  balance  billing  allowed.  In  one 
(overpriced  procedures),  the  charge  limit,  after  a  phase-in  period,  was  set  at  125  percent 
of  the  Medicare  allowed  amount;  in  the  other  (the  radiology  fee  schedule),  the  limit  will  be 
phased  in  to  115  percent. 

o  elimination  of  balance  billing  for  qualified  Medicare  beneficiaries.  This  requires  clarification 
of  the  provision  in  the  Medicare  Catastrophic  Coverage  Act  of  1988  (P.L  100-360)  that 
requires  state  Medicaid  programs  to  pay  Medicare  cost  sharing  for  beneficiaries  seeking  this 
assistance  who  are  not  otherwise  eligible  for  Medicaid,  but  who  have  incomes  below  the 
federal  poverty  level.  The  current  legislation  covers  Medicaid  payment  of  deductibles, 
premiums  and  coinsurance,  but  does  not  require  physicians  to  accept  the  Medicare  allowed 
charge  as  payment  in  full,  as  they  do  for  other  Medicare  beneficiaries  covered  by  Medicaid. 

o  continuation  of  the  Participating  Provider  Program  and  its  payment  differential  that  provides 
higher  fees  to  participating  physicians. 

The  Commission  has  concluded  that  the  market  for  physicians'  services  does  not  function  well  enough  to 
preclude  the  need  for  financial  protection  for  Medicare  beneficiaries.  Without  limitations  on  balance  billing, 
beneficiary  financial  protection  would  suffer.  On  the  other  hand,  the  Commission  does  not  recommend 
mandatory  assignment.  Limited  balance  billing  would  provide  a  safety  valve  concerning  errors  in  setting  fee 
schedule  amounts  and  an  opportunity  for  those  physicians  who  are  especially  highly  regarded  by  patients 
or  who  systematically  take  on  the  most  difficult  cases  to  be  paid  more  than  the  fee  schedule  amount. 


Impact  on  Physicians  and  Beneficiaries 

The  Commission  has  constructed  simulation  models  to  project  the  impact  of  the  Medicare  Fee  Schedule 
on  categories  of  physicians  and  beneficiaries.  Table  1  shows  the  changes  in  Medicare  payments  for 
selected  services.  Note  that  fees  for  evaluation  and  management  services,  such  as  office  visits  and  hospital 
visits,  would  increase  and  fees  for  many  surgical  procedures  would  decrease.  Table  2  shows  the  impact 
on  major  specialties  included  in  the  first  phase  of  the  Hsiao  study.  Medicare  payments  would  increase  for 
family  physicians  and  internists  and  decrease  for  thoracic  surgeons,  ophthalmologists,  and  radiologists. 
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The  Medicare  Fee  Schedule  would  change  the  distribution  of  payments  among  geographic  areas  (Table  3). 
Using  a  geographic  multiplier  that  reflects  overhead  costs  only,  payments  to  physicians  in  rural  areas  would 
increase.  Those  to  physicians  in  very  large  metropolitan  areas  would  decrease. 

Table  4  shows  the  impact  on  out-of-pocket  payment  of  coinsurance  and  balance  bills  for  different  categories 
of  beneficiaries.  All  of  the  categories  identified  would  experience  a  moderate  reduction  in  costs,  most  of 
which  would  result  from  the  limit  on  balance  billing.  Indeed,  the  percentage  reductions  in  balance  billing 
alone  are  much  larger.  The  magnitude  of  these  reductions  is  relatively  uniform  across  the  different 
categories  of  beneficiaries. 


Transition 

The  Commission  recommends  a  transition  from  the  current  payment  system  to  full  implementation  of  the 
Medicare  Fee  Schedule.  This  would  give  physicians  and  beneficiaries  time  to  adjust,  allow  for  midcourse 
corrections,  and  increase  the  chances  that  private  payers  will  change  their  policies  as  Medicare  changes 
are  being  implemented. 

The  transition  must  be  designed  to  avoid  disruption  of  the  administration  of  the  program  by  carriers.  The 
Commission's  plan  would  create  a  Transitional  Fee  Schedule  that  would  retain  customary  and  prevailing 
charge  screens.  It  would  base  changes  in  prevailing  screens  on  the  difference  between  current  payments 
and  those  projected  for  the  Medicare  Fee  Schedule. 

A  projected  fee  schedule  amount  would  be  calculated  for  each  service  and  procedure.  Services  would  be 
grouped  into  categories  that  are  relatively  homogeneous,  such  as  office  visits  and  major  operative 
procedures.  For  each  category,  the  percentage  difference  between  the  fee  schedule  amount  and  the 
average  allowed  amount  under  current  policy  would  be  calculated. 

For  the  first  year  of  the  Transitional  Fee  Schedule,  the  prevailing  charge  of  each  procedure  would  be 
changed  by  one-fifth  of  this  percentage  difference.  Thus,  for  example,  if  office  visits  are  to  increase  by  25 
percent  under  the  Medicare  Fee  Schedule,  the  prevailing  charge  for  each  type  of  visit  would  increase  by  5 
percent  during  this  first  year.  For  the  second  year  of  the  transitional  fee  schedule,  prevailing  charges  would 
be  adjusted  by  an  additional  one-fourth.  Comparable  geographic  adjustments  to  prevailing  charges  would 
also  be  included.  We  have  discussed  this  approach  with  knowledgeable  experts  since  the  Commission 
meeting  and  expect  to  make  refinements  based  on  their  advice. 

Implementation  of  the  Transitional  Fee  Schedule  would  begin  about  six  months  after  enactment  of  the 
legislation.  After  two  years  of  experience,  the  full  Medicare  Fee  Schedule  would  be  implemented.  At  this 
point,  coding  reforms  and  changes  in  locality  boundaries  would  be  implemented.  In  addition,  prevailing  and 
customary  charge  screens  would  be  eliminated  so  that  all  services  would  be  paid  at  the  fee  schedule 
amount. 


POLICIES  TO  SLOW  INCREASES  IN  EXPENDITURES 

From  1980  to  1988,  Medicare  outlays  for  physician  services  tripled.  Premiums  now  amount  to  $334.80  per 
year.  Neither  the  taxpayers  or  the  beneficiaries  can  afford  continued  increases  of  this  magnitude.  Decisive 
steps  to  slow  these  increases  are  needed  now. 

The  preferred  way  to  contain  costs  is  to  reduce  the  provision  of  those  services  that  are  unnecessary  and 
inappropriate.  In  this  way,  access  and  quality  of  care  would  not  be  sacrificed  in  the  course  of  slowing 
expenditure  growth. 

The  Commission  recommends  that  three  policies  be  pursued: 

o         giving  physicians  collective  incentives  to  contain  costs  through  expenditure  targets, 

o         increased  research  on  effectiveness  of  care  and  development  and  dissemination  of  practice 
guidelines, 

o         improvements  in  utilization  management  by  carriers  and  peer  review  organizations  (PROs). 


Expenditure  Targets 

The  Commission  recommends  that  a  national  expenditure  target  for  physicians'  services  under  Part  B  be 
used  to  determine  annual  conversion  factor  updates  under  the  fee  schedule.  The  target  would  reflect 
increases  in  practice  costs,  growth  in  the  number  of  enrollees,  and  a  decision  concerning  the  appropriate 
rate  of  increase  in  volume  of  services  per  enrollee.  The  last  would  reflect  tradeoffs  between  beneficiary 
needs,  technological  advances,  and  affordability. 

If  actual  expenditures  during  a  year  are  equal  to  targeted  expenditures,  then  the  conversion  factor  update 
for  the  following  year  would  be  equal  to  the  increase  in  practice  costs.  The  update  would  be  increased  or 
decreased  to  reflect  differences  between  actual  and  targeted  expenditure  increases. 

As  an  example,  assume  that  practice  costs  are  increasing  by  4  percent,  enrollment  is  growing  2  percent, 
and  volume  of  services  is  projected  to  increase  by  7  percent  per  enrollee.  This  would  lead  to  a  13  percent 


13 


increase  in  expenditures.  Now  assume  that  a  target  of  1 1  percent  is  chosen,  which  would  permit  a  volume 
increase  of  5  percent.  If  actual  expenditures  rise  13  percent,  then  the  conversion  factor  update  for  the 
following  year  would  be  2  percent  (4  -  2).  If  actual  expenditures  rise  only  9  percent,  then  the  conversion 
factor  update  would  be  6  percent  (4  +  2). 

Expenditure  targets  are  designed  to  stimulate  efforts  by  the  medical  community  to  work  with  the  Medicare 
program  to  increase  knowledge  of  the  effectiveness  of  services  and  to  use  this  knowledge  to  increase  the 
appropriateness  of  care.  Encouragement  would  come  from  tying  the  annual  update  in  the  Medicare  Fee 
Schedule  conversion  factor  to  the  difference  between  the  rate  of  increase  in  expenditures  for  physicians' 
services  and  the  target  rate  of  increase. 

In  order  to  allow  time  for  the  necessary  infrastructure  to  control  costs  to  develop,  the  Commission 
recommends  that  target  rates  of  increase  for  the  first  few  years  not  depart  substantially  from  baseline  rates 
of  increase. 

The  Commission  recommends  beginning  with  a  single  target  at  the  national  level,  but  anticipates  that  the 
policy  will  evolve  to  one  with  multiple  targets.  For  example,  targets  could  be  established  for  states  or  carrier 
areas  or  for  categories  of  services  (for  example,  separate  targets  for  surgery  and  ether  services). 
Broadening  the  target  to  include  the  rate  of  hospital  admissions  is  another  possible  direction.  The 
Commission  has  already  studied  several  of  these  options  and  will  continue  to  do  this  work. 

Expenditure  targets  would  not  alter  the  financial  incentives  for  individual  physicians  and  their  patients. 
Rather,  the  incentives  would  fall  to  the  physician  community,  which  could  respond  through  education  and 
support  of  the  existing  infrastructure  of  medical  review.  For  example,  the  American  Medical  Association  and 
national  specialty  societies  could  develop  practice  guidelines  and  disseminate  them.  They  could  provide 
technical  assistance  to  carriers  and  PROs  in  the  development  of  criteria  for  review  and  political  support  for 
sanctions  of  physicians  who  persisted  in  providing  care  that  is  inappropriate  and  does  not  meet  standards 
of  quality. 


Effectiveness  3esearch  and  Practice  Guidelines 

The  Commission  recommends  a  substantial  increase  in  federal  support  for  building  our  knowledge  of  the 
effectiveness  and  appropriateness  of  medical  practices  and  getting  that  knowledge  to  practicing  physicians 
and  their  patients.  We  need  to  know  more  about  which  of  our  diagnostic  tools  work,  and  which  patients 
would  benefit  from  particular  therapy.  This  knowledge  is  essential  if  we  are  to  reduce  unnecessary  and 
inappropriate  services. 

To  increase  this  knowledge,  we  need  more  research  to  determine  the  medical  outcomes  and  the  costs  of 
alternative  medical  practices  and  procedures,  and  to  determine  the  best  ways  to  organize  and  provide  care. 
This  work  would  include  clinical  trials,  epidemiological  studies  of  data  generated  by  clinical  practice,  analyses 
of  the  cost-effectiveness  of  alternative  ways  to  organize  care,  and  assessment  of  techniques  used  in 
managed  care  to  influence  physicians'  clinical  decisions. 

The  knowledge  we  have  about  effectiveness  and  appropriateness  must  be  made  available  to  physicians  and 
their  patients.  Practice  guidelines  synthesize  the  best  that  we  know  from  research  and  the  judgments  of 
practicing  physicians,  into  a  form  that  can  be  readily  used.  The  Commission  recommends  that  the  federal 
government  actively  encourage  the  development  and  dissemination  of  practice  guidelines  so  that  they  are 
incorporated  into  physicians'  practices,  made  availble  to  patients,  and  used  as  the  basis  for  coverage  and 
payment,  and  for  medical  review  criteria  by  hospital  medical  staffs,  carriers,  and  PROs. 

The  Commission  calls  for  the  federal  government  to  support  practice  guidelines  through  funding, 
coordination  and  evaluation.  Funds  should  be  used  to  support  and  build  on  existing  private  sector  activities 
by  the  medical  profession  and  others.  Federal  oversight  should  focus  on  insuring  the  integrity  of  the 
process,  including  the  quality  of  the  methods  used  and  of  the  resulting  guidelines,  and  facilitating  efforts 
among  those  involved  in  developing  the  guidelines  to  share  information,  identify  issues  and  set  priorities. 

The  federal  government  also  has  a  role  as  administrator  of  Medicare.  The  Health  Care  Financing 
Administration  should  reinforce  the  importance  of  basing  medical  review  on  sound  criteria  by  assisting  PROs 
and  carriers  in  selecting  and  using  review  criteria  that  are  consistent  with  practice  guidelines. 


Utilization  Review 

The  Commission  supports  the  current  efforts  by  HCFA  to  move  toward  a  more  comprehensive  approach 
to  medical  review  and  calls  for  further  actions  to  strengthen  the  review  process. 

If  utilization  and  quality  review  are  to  be  effective  tools  both  to  improve  the  quality  and  efficiency  of  care  and 
to  control  the  growth  in  Medicare  expenditures,  the  Medicare  program  will  have  to  create  a  comprehensive 
medical  review  system  that  looks  beyond  individual  services  to  complete  episodes  of  care.  This  requires 
systematic  integration  of  information  drawn  from  claims  data,  analysis  of  practice  variations  and  peer  review 
of  physician  practice. 

To  take  on  these  responsibilities,  it  is  essential  that  carriers  and  PROs  have  additional  resources  and  time 
to  build  the  necessary  capacity.  It  will  also  require  more  administrative  flexibility  and  the  cooperation  of  the 
medical  community.    The  Commission  will  discuss  in  its  forthcoming  report  a  number  of  specific 
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recommendations  to  structure  and  focus  the  transition  from  the  current  system  that  has  emphasized  claims 
payment  to  one  of  comprehensive  review. 


INFRASTRUCTURE  FOR  PAYMENT  REFORM 

Successful  implementation  of  the  payment  reforms  described  above  will  require  investments  in  the 
administrative  infrastructure  of  Medicare.  We  applaud  recent  efforts  by  HCFA  to  introduce  a  unique 
physician  identifier,  to  incorporate  diagnostic  information  on  claims  forms,  and  to  develop  a  common 
working  file  including  data  from  both  Part  A  and  Part  B. 

The  Commission  recommends  two  further  changes  to  strengthen  the  ability  to  implement  these  payment 
reforms.  First,  Medicare  should  require  providers  to  submit  all  claims,  whether  or  not  assignment  is 
accepted.  Second,  HCFA  should  take  steps  to  accelerate  the  trend  towards  electronic  claims  submission. 
The  ability  of  the  carriers  to  implement  a  fee  schedule  and  expand  their  medical  review  activities  is 
dependent  on  funding  that  is  adequate  and  predictable.  Unfortunately,  this  cannot  be  taken  for  granted. 
While  funding  for  medical  review  activities  of  carriers  was  increased  for  the  current  fiscal  year,  the  President's 
budget  for  1990  would  cut  funding  by  19  percent.  In  a  program  trying  to  hold  back  outlay  increases  in  the 
range  of  $4  billion  per  year,  attempts  to  shave  spending  for  administration  (in  particular,  medical  review)  are 
poorly  conceived.  If  we  are  to  attempt  major  reforms  in  this  program,  we  must  assure  that  the  administrative 
resources  are  there  to  carry  them  out. 


CAPITATION 

Some  have  expressed  concern  that  certain  types  of  prepaid  health  plans  have  failed  to  establish  strong 
organizational  structures  and  management  systems  and  instead  have  relied  heavily  on  financial  incentives 
to  physicians  to  control  costs,  posing  a  risk  of  underservice  to  enrollees.  This  concern  led  Congress  in  1986 
to  prohibit  HMO  and  CMP  use  of  financial  inducements  to  physicians  to  reduce  or  limit  service  to  Medicare 
beneficiaries.  The  provision  was  not  scheduled  to  take  effect  until  1990  in  order  to  permit  time  to  substitute 
a  less  sweeping  limitation. 

While  use  of  financial  incentives  to  physicians  raise  important  concerns  regarding  patient  care,  broad 
prohibitions  may  not  be  in  the  interest  of  Medicare  beneficiaries.  First,  we  have  no  definitive  information 
concerning  whether  or  not  risk-sharing  arrangements  now  have  an  adverse  effect  on  access  or  quality. 
Second,  such  restrictions  could  result  in  the  termination  of  many  HMOs'  risk  contracts  with  Medicare  and 
reduce  beneficiaries'  access  to  prepaid  plans.  Medicare  beneficiaries  comprise  a  very  small  proportion  of 
HMO  enrollment,  so  restrictions  on  practices  that  HMOs  consider  important  to  their  success  could  lead 
many  to  turn  away  from  the  Medicare  program. 

The  Commission  has  developed  proposals  to  restrict  only  the  more  problematic  forms  of  financial  incentives. 
It  recommends  that  health  plans  limit  the  total  risk  assumed  by  physicians  through  some  form  of  reinsurance 
or  "stop  loss"  provision  and  that  they  rely  primarily  on  incentives  to  groups  of  physicians  rather  than  to 
individual  physicians.  Health  plans  should  also  disclose  to  both  physicians  and  enrollees  appropriate 
information  on  risk-sharing  arrangements. 

In  addition  to  limitations  on  the  use  of  financial  incentives,  the  Commission  recommends  efforts  to  strengthen 
Medicare's  external  review  processes  applicable  to  prepaid  plans  and  the  conduct  of  periodic  surveys  of 
beneficiary  satisfaction.  Finally,  the  Commission  recommends  additional  research  to  identify  the  effects  of 
patient  characteristics  on  the  use  of  services  and  on  the  impact  of  risk-sharing  arrangements  on  physician 
behavior. 


CONCLUSION 

Three  years  ago  the  the  Congress  created  this  Commission  with  a  mandate  to  suggest  policies  to  rationalize 
the  payment  for  physicians'  services  by  the  Medicare  program  and  to  slow  the  rate  of  growth  of 
expenditures  for  these  services.  We  believe  that  a  Medicare  Fee  Schedule  will  serve  to  rationalize  payments 
by  tying  them  to  resource  costs.  It  will  be  simpler  and  easier  to  understand  for  both  physicians  and 
beneficiaries.  It  will  promote  better  care  and  provide  additional  financial  protection  for  beneficiaries. 
Expenditure  targets  will  help  slow  the  increase  in  Medicare  expenditures  so  that  we  as  a  society  can  meet 
other  pressing  social  needs.  And  increased  effectiveness  research  and  practice  guidelines  will  provide  us 
with  the  knowledge  and  means  to  manage  available  health  care  resources  more  wisely.  With  these  changes, 
we  believe  that  Medicare  can  continue  to  meet  the  medical  needs  of  our  elderly  and  disabled  citizens. 
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Table  1.  National  Mean  Allowed  Charges  in  1988  for  Selected  Procedures 

-  Medicare  Fee  Schedule  and  CPR  System  - 
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Table  2.  Percent  Change  in  Medicare  Allowed  Amounts  by  Specialty 

Under  Medicare  Fee  Schedule  Compared  to  CPR  System 
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Table  3.         Percent  Change  in  1938  Medicare  Allowed  Amounts  by  Area 
Under  Medicare  Fee  Schedule  Compared  to  CPR  System 
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Table  4.         Change  in  Mean  Beneficiary  Coinsurance  plus  Balance  Billing 
for  Medicare  Part-B  Physician  Services  1988 
Under  Medicare  Fee  Schedule  Compared  to  CPR  System 
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Chairman  Stark.  Thank  you  very  much,  Phil. 

There  is,  I  presume,  nothing  in  your  proposal  that  requires  us  to 
make  it  budget  neutral.  In  other  words,  it  seems  to  me  that  rather 
than  taking  the  savings  from  reducing  overpriced  procedures  and 
giving  those  savings  to  the  underpriced  procedures,  we  could  hold 
the  size  of  the  pie  constant,  if  you  will,  which  would  be  a  major 
budget  savings  to  us;  and  thereby  use  your  program  to  effect  some 
budget  savings  and  implement  the  increases  more  slowly.  Is  that 
not  correct? 

Dr.  Lee.  With  a  transition  fee  schedule,  we  anticipate  moving 
toward  a  Medicare  fee  schedule  by  1992.  Clearly,  it  is  the  Congress 
who  will  make  that  determination.  The  Commission  will  make  its 
recommendations,  but  Congress  must  make  that  decision.  Changes 
would  also  be  feasible  before  the  transition  because  the  Commis- 
sion will  develop  sufficient  detail  for  the  Congress  to  decide  which 
procedures  to  reduce  the  values  for. 

Chairman  Stark.  I  do  not  think  we  want  to  make  those  deci- 
sions. I  am  just  saying  that  we  could  use  your  system  intact. 

Dr.  Lee.  That  could  be  done,  correct. 

Chairman  Stark.  But  to  have  budget  savings,  it  does  not  have  to 
be  budget  neutral  to  operate? 

Dr.  Lee.  It  does  not  have  to  be  budget  neutral. 

Mr.  Ginsburg.  There  certainly  could  be  budget  savings.  I  would 
not  advise  going  so  far  that  there  are  only  reductions  and  no  in- 
creases for  other  procedures.  I  think  that  would  destroy  much  of 
the  intent. 

Chairman  Stark.  It  would  not  be  popular.  That  would  have  some 
political  fallout.  It  would  probably  be  great  for  the  budget.  I  do  not 
think  it  is  likely  to  happen,  but  I  am  just  suggesting  that  there  is 
nothing  sacred  about  neutrality  that  would  violate  the  principles  of 
your  system. 

Mr.  Ginsburg.  That  is  right. 

Chairman  Stark.  Relative  to  our  ability  to  control  overall  costs 
and  relative  to  the  equity,  could  you  comment,  Phil,  on  the  differ- 
ences between  the  proposals  that  we  will  hear  from  the  American 
Medical  Association  and  the  American  College  of  Surgeons?  Both 
proposals  are  going  to  be  before  us  today,  and  I  know  you  are  ac- 
quainted with  them.  How  do  they  differ,  and  what  is  your  feeling 
about  their  usefulness  in  controlling  costs? 

Dr.  Lee.  I  can  only  speak  from  the  standpoint  of  the  testimony 
that  was  presented  to  the  Commission. 

It  is  my  understanding  that  the  AMA  supports  the  development 
of  a  resource-based  relative  value  scale  and  a  national  fee  schedule 
based  on  that.  The  belief  that  using  the  resource  cost  approach  will 
have  a  moderating  effect  on  the  rate  of  increase  in  costs.  That  is 
obviously  a  judgment  call. 

The  AMA  has  opposed  expenditure  targets  and  has  opposed 
limits  on  balance  billing.  We  would  be  concerned  that  without 
these  constraints  you  could  have  unanticipated  increases  in  ex- 
penditures. Although  we  have  had  people  testify  before  us  about 
what  is  the  likely  impacts,  nobody  can  predict  with  great  accuracy 
what  those  changes  might  be.  So  we  think  that  no  limit  on  balance 
billing  would  be  likely  to  produce  some  unintended  cost  increases 
for  beneficiaries. 
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The  College  of  Surgeons  has  proposed  a  rather  different  ap- 
proach, what  they  call  a  blended  fee  schedule  with  a  separate  ex- 
penditure target  for  surgery.  Basically,  that  would  provide,  if  the 
details  could  be  worked  out  a  way  to  constrain  the  rate  of  increase. 
But  the  proportion  of  expenditures  that  go  to  surgery  would 
remain  the  same. 

In  other  words,  if  you  take  a  rectangle  and  draw  a  line  through 
it  at  the  50  or  60  percent  level,  that  is  what  now  goes  to  surgery. 
That  would  include  multiple  surgical  specialties.  That  would  not 
correct  what  we  consider  to  be  the  perverse  incentives  in  the 
present  payment  system.  The  reason  we  think  there  should  be  a  re- 
source-based fee  schedule  is  that  it  levels  the  playing  field  so  that 
the  incentives  are  no  greater  to  perform  a  procedure  than  they  are 
to  provide  a  visit. 

Chairman  Stark.  What  you  are  saying  is  that  the  surgeons  indi- 
cate that  if  they  are  now  getting  60  percent  of  Medicare  funds, 
whatever  we  do  they  should  continue  to  receive  60  percent;  the 
others  should  get  40. 

Dr.  Lee.  They  should  at  least  start  out  with  that  piece,  and  they 
would  then  control  the  growth  in  that  piece. 

Chairman  Stark.  Would  there  be  any  problem  if  that  was  some- 
thing that  the  surgeons  negotiated  with  the  other  doctors?  In  other 
words,  my  own  guess  is  that  I  do  not  think  this  is  something  Con- 
gress wants  to  get  into.  In  your  opinion,  is  there  any  problem  if 
various  specialties  within  the  medical  fraternity  try  to  negotiate 
among  themselves?  Could  they  say,  well,  this  is  the  way  we  are 
going  to  bargain:  the  internists  are  going  to  get  20  percent  because 
that  is  what  they  got  last  year? 

Do  you  expect  over  the  long  run  that  the  changes  in  practice  will 
have  more  effect  on  the  shares  of  the  pie? 

Dr.  Lee.  First  of  all,  we  think  the  payment  system  must  be  re- 
formed. We  think  the  present  system  has  got  such  perverse  incen- 
tives and  is  seriously  flawed.  It  is  inflationary.  Unless  you  correct 
that,  how  you  divvy  it  up  does  not  make  that  much  of  a  difference. 

Down  the  road,  we  would  like  to  consider  expenditure  targets  by 
specialty.  We  do  not  know  that  it  is  feasible.  We  have  not  seen 
enough  information.  We  would  like  to  start  with  a  national  target 
because  we  know,  or  at  least  we  believe,  that  is  feasible  with  what 
we  know  now. 

We  would  also  like  to  examine  options  for  targets  at  the  State  or 
carrier  level.  We  have  not  developed  this  idea  sufficiently  to  say 
that  is  feasible.  At  that  level,  it  might  be  possible  to  have  different 
targets  for  medicine  and  surgery.  But  I  do  not  see  negotiation  going 
on  within  the  medical  profession  to  settle  that  at  the  present  time. 

Chairman  Stark.  Mr.  Chandler. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

Dr.  Lee,  I  want  to  make  sure  I  understand  the  relationship  be- 
tween the  relative  value  scale  fee  schedule  and  the  overall  cap. 
How  does  one  mesh  with  the  other?  How  do  we  determine  what  the 
overall  cap  will  be?  How  does  this  relate  to  our  reimbursement 
system  for  hospitals,  which  is  more  based  on  a  market  basket  ap- 
proach? 

Could  you  comment  on  those  questions,  please? 
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Dr.  Lee.  There  is  not  a  direct  relationship,  to  the  hospital  pay- 
ment system.  The  resource-based  relative  value  scale  includes  two 
components  the  work  of  the  physician,  and  then  the  overhead  cost 
of  the  physician's  practice.  We  would  separate  out  malpractice  be- 
cause, it  varies  significantly  by  geographic  area  and  specialty. 

With  the  work  that  Dr.  Hsiao  is  doing  and  that  we  are  doing 
now,  we  feel  confident  that  we  can  develop  a  relative  value  scale 
for  the  7,000  procedure  and  service  codes  that  are  used  in  payment 
in  the  Medicare  program.  Once  that  is  established,  it  can  be  con- 
verted into  a  fee  schedule.  The  fee  schedule  will  deal  with  the  price 
side  of  the  volume/ price  equation  which  results  in  expenditures. 

To  deal  with  the  volume  piece  of  the  equation,  we  have  recom- 
mended an  expenditure  target  concept.  It  would  include  three  com- 
ponents— practice  costs,  increases  in  the  number  of  beneficiaries, 
and  the  desired  increase  in  the  volume  of  services.  Now,  let  us  say, 
for  example,  that  practice  costs  increase  6  percent  next  year  pro- 
jected to  increase  6  percent.  The  number  of  beneficiaries  will  in- 
crease by  2  percent.  So  there  is  8  percent.  If  at  current  rates  you 
project  an  increase  of  volume  of  7  percent,  you  would  have  a  17- 
percent  increase  in  expenditures  next  year. 

That  maybe  more  than  we  want  to  spend.  Let  us  make  the 
target,  instead  of  17  percent,  15  percent.  That  means  that  either 
the  volume  has  to  come  down  by  2  percent  to  achieve  that  target, 
or  fees  must  be  proportionately  reduced  to  achieve  the  15  percent 
target. 

We  believe  that  by  setting  a  target  that  is  not  too  dramatically 
different  from  current  levels,  you  send  out  a  signal  and  encourage 
the  medical  profession  to  be  much  more  actively  involved  in  deal- 
ing with  the  problems  of  volume.  Volume  is  the  area  that  has  been 
the  most  difficult  to  deal  with,  and  it  is  still  the  most  difficult  to 
deal  with. 

Mr.  Chandler.  That  is  what  I  am  not  clear  on.  How  do  you  send 
that  signal?  How  do  you  get  that  individual  physician  to  make  the 
decision,  or  the  patient  not  to  seek  the  service? 

Dr.  Lee.  We  are  not  trying  to  constrain  the  individual  doctor,  but 
we  are  trying  to  provide  information  to  the  physician  so  they  can 
make  better  judgments.  We  do  not  think  that  the  Commission,  Con- 
gress, or  HCFA  can  say  to  the  individual  physician  do  this  or  do 
that.  We  think  that  the  profession  should  be  much  more  actively 
involved  in  the  development  of  practice  guidelines  and  research  on 
the  effectiveness  of  services. 

Some  studies  suggest  that  in  some  areas  as  many  as  20  to  30  per- 
cent of  the  procedures  performed  are  either  unnecessary  or  of  mar- 
ginal benefit.  If  we  could  eliminate  or  reduce  those,  we  could  save 
all  the  money  we  need  to  finance  with  Medicare  and  still  have 
some  left  for  other  things  that  need  to  be  done. 

Mr.  Chandler.  So  it  is  the  Commission's  view  that  overreimbur- 
sement  is  not  so  much  the  problem  but  overutilization. 

Dr.  Lee.  Volume  has  been  the  most  difficult  one  to  control.  Un- 
fortunately, the  problem  is  that  the  incentives  within  the  current 
payment  system  encourage  procedures  as  opposed  to  caring  for  or 
spending  time  with  patients.  The  Commission  feels  that  these  in- 
centives must  be  corrected  in  order  for  Medicare  to  provide  a  more 
appropriate  mix  of  services. 
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Mr.  Chandler.  The  question  I  have  is:  Is  the  physician  going  to 
be  the  one  that  will  be  the  most  effective  in  discouraging  that  over- 
utilization?  We  have  often  been  told  that  if  people  had  to  pay  for 
the  health  care  themselves,  then  they  would  be  less  apt  to  utilize 
these  services.  And  at  the  same  time,  we  are  limiting  the  amounts 
or  suggesting  that  we  limit  the  amount  that  the  physician  can  bill 
beyond  Medicare,  the  so-called  copayment  idea. 

If  we  do  not  reach  that  patient,  if  we  do  not  discourage  the  pa- 
tient from  seeking  this  treatment,  how  the  heck  are  we  going  to 
control  the  utilization? 

Dr.  Lee.  There  are  several  ways,  but  it  is  a  complex  situation. 
With  respect  to  out-of-pocket  payments,  the  patient  now  pays  a  pre- 
mium and  20  percent  coinsurance  on  all  services  they  receive  from 
physicians. 

There  is  really  conflicting  evidence  about  whether  an  additional 
payment  at  the  time  of  service  would  be  a  deterrent  to  necessary 
care,  or  whether  it  would  be  a  deterrent  to  inappropriate  care.  And 
I  do  not  think  we  have  good  answers  on  that  from  the  studies  that 
are  currently  available. 

Paul,  do  you  want  to  add  anything  to  that? 

Mr.  Ginsburg.  No,  I  think  you  have  covered  it  well. 

Mr.  Chandler.  In  terms  of  some  of  the  very  expensive  proce- 
dures, the  kinds  of  heart  operations  that  we  seem  to  be  finding  less 
expensive  procedures,  do  you  think  that  the  medical  community  is 
moving  in  that  direction?  Or  do  they  need  to  be  pushed  a  bit? 

Dr.  Lee.  I  think  that  using  a  resource-based  relative  value  scale 
as  the  basis  for  a  fee  schedule  will  provide  more  appropriate  incen- 
tives for  physicians.  But  I  think  the  doctors  are  the  only  ones  who 
can  make  these  changes. 

I  think  that  there  is,  in  many  ways,  too  much  external  regula- 
tion. For  example,  managed  care  and  various  other  kinds  of  organi- 
zations telling  doctors  what  they  can  and  cannot  do.  I  would  hope 
that  the  medical  profession  would  be  encouraged  to  take  more  re- 
sponsibility through  the  approaches  that  the  Commission  is  propos- 
ing. 

There  are  two  deterrents  to  doctors  doing  that.  One  is  the  con- 
cern over  malpractice  and  the  second  is  the  threat  of  violating  anti- 
trust laws.  The  Attorney  General's  Office  and  the  Federal  Trade 
Commission  have  been  studying  the  antitrust  issue.  It  is  a  fine  line 
sometimes.  When  groups  of  doctors  get  together  to  develop  stand- 
ards of  care,  for  example,  are  they  in  collusion  in  restraint  of 
trade,  when,  in  fact,  they  are  trying  to  improve  quality  and  dimin- 
ish inappropriate  care? 

This  is  an  area  that  is  going  to  require  more  examination  to  de- 
termine whether  some  limits  should  be  placed  on  antitrust  actions 
against  physicians. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Dr.  Lee,  I  noticed  in  your  recommendations  on  assignment  and 
balance  billing,  you  do  not  recommend  mandatory  assignment,  but 
you  do  recommend  limiting  charges  on  unassigned  claims  to  a  fixed 
percentage. 
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Did  you  set  the  percentage?  Do  you  make  a  recommendation  of 
the  percentage? 

Dr.  Lee.  No,  sir.  Congress  has  already  set  limits  on  balance  bill- 
ing in  two  different  situations.  In  the  radiology  fee  schedule,  it  has 
set  a  limit  on  balance  billing  starting  at  125  percent  the  first  year, 
120  percent  the  second  year,  and  115  percent  the  third  year.  And  I 
believe  that  the  radiologists  have  agieed  to  that. 

Also,  there  is  a  125-percent  limit  on  balance  billing  for  over- 
priced procedures. 

Mr.  Pickle.  Has  any  group  besides  radiologists  agreed  to  that? 

Dr.  Lee.  There  are  limits  on  balance  billing  already  with  the 
maximum  allowable  cost  (MAAC)  program,  However,  it  is  very 
complex  system  to  administer,  and  we  would  favor  this  other  ap- 
proach. 

Let  me  just  say  one  of  the  reasons  why.  One,  when  you  go  to  a 
new  fee  schedule  you  cannot  be  certain  it  is  correct.  As  a  matter  of 
fact,  we  are  sure  we  are  not  going  to  have  it  perfect  the  first  time. 
The  ability  to  balance  billing  within  limits  gives  you  a  little  insur- 
ance. If  you  underprice  certain  services,  there  is  some  protection  to 
assure  patient's  access  to  services. 

Mr.  Pickle.  Well,  do  you  not  think  a  lot  of  physicians  may  inter- 
pret the  balance  billing  limit  as  just  a  fancy  way  to  get  around  to 
mandatory  assignment? 

Dr.  Lee.  I  think  physicians  oppose  limits  on  balance  billing.  I 
think  the  great  majority  do.  But  the  Commission  feels  that  benefi- 
ciaries have  to  be  protected,  and  we  feel  this  is  the  best  way  to  do 
it. 

Mr.  Pickle.  Now,  in  your  report,  you  have  recommended  apply- 
ing a  geographic  multiplier,  I  think  you  call  it,  to  the  new  Medi- 
care fees.  That  would  attempt  to  reflect  the  difference  in  the  cost  of 
practice  by  areas. 

Now,  some  of  my  rural  doctors  tell  me  that  there  is  no  data  to 
show  that  there  is  a  significant  difference  in  the  cost  of  practice 
between  urban  areas  and  rural  areas  of  any  moderate  size.  Does 
the  Commission  have  any  good  data  that  shows  the  differences  in 
the  cost  of  practice  across  geographic  areas. 

Dr.  Lee.  Paul,  would  you  address  that? 

Mr.  Ginsburg.  Yes.  The  Urban  Institute  has  been  developing  an 
index  for  HCFA  on  the  cost  of  practice  in  different  geographic 
areas.  The  Commission  is  using  a  component  of  that  index  to  re- 
flect differences  in  the  prices  of  the  overhead  costs.  Also,  the  index 
indicates  that  costs  of  practice  in  rural  areas  are  somewhat  lower 
than  in  urban  areas. 

In  our  simulations,  we  have  used  this  index  from  the  Urban  In- 
stitute, and  we  have  found  that  even  though  it  would  result  in 
paying  lower  fees  in  rural  areas,  physicians  in  rural  areas  would  be 
paid  more  than  they  are  today.  In  fact,  in  table  3  in  our  testimony, 
we  indicate  that  under  the  Medicare  fee  schedule  in  large  rural 
areas — counties  with  a  population  of  25,000  or  more — physicians  on 
average  would  be  paid  12.8  percent  more  than  under  the  current 
system  and  for  the  smaller  rural  areas,  the  increase  would  be  15.1 
percent. 

Mr.  Pickle.  Now,  what  report  are  you  reading  from? 
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Mr.  Ginsburg.  I  am  reading  from  our  prepared  statement  for 
this  hearing. 

Mr.  Pickle.  Now,  in  previous  hearings,  we  have  asked  HCFA  if 
they  had  proof  to  show  that  urban  costs  were  a  lot  higher  than 
rural  costs  in  the  hospital.  I  do  not  think  we  have  been  given  any 
figures.  They  just  say,  well,  we  think  they  are  higher.  Four  years 
ago,  5  years  ago,  6  years  ago,  we  thought  that.  But  I  do  not  know 
that  we  have  any  proof. 

Now,  my  rural  hospitals  tell  me  that  it  costs  them  just  as  much 
to  keep  a  rural  hospital  open  as  it  does  in  an  urban  area.  I  do  not 
know  that  we  have  any  figures  to  prove  that  either  one  way  or  the 
other.  What  you  are  reading  to  me  is  some  new  figures'  and  I  do 
not  know  where  they  came  from.  I  want  to  study  them,  because  I 
do  not  want  to  make  the  same  mistake  in  the  physician  fee  sched- 
ule that  we  made  with  the  hospitals.  And  I  think  this  issue  has  got 
to  be  examined  very  closely. 

Now,  if  you  have  any  figures  to  show  that  there  should  be  a  dif- 
ference in  the  physician  fee  schedule  between  rural  and  urban,  I 
want  you  to  give  them  to  me.  I  want  to  know  what  the  source  is, 
because  I  do  not  want  to  make  the  same  mistake.  Can  you  give  me 
some  figures? 

Mr.  Ginsburg.  Yes,  I  certainly  can  give  you  figures. 

I  should  point  out  that  in  hospital  payment,  Congress  made  two 
urban/ rural  distinctions.  First,  they  did  reflect  an  index  of  hospital 
wages  in  the  different  areas.  But  they  went  one  step  further  and 
said  that  there  would  be  an  entirely  different  schedule  of  DRG  pay- 
ments in  rural  areas  than  in  urban  areas. 

That  type  of  distinction  is  not  included  in  this  fee  schedule. 

Mr.  Pickle.  All  right. 

Now,  Dr.  Lee,  I  see  my  time  is  going  to  run  out  on  me,  but  you 
have  made  a  proposal  here  about  expenditure  targets.  And  I  know 
it  is  important  to  limit  the  growth  in  spending  for  physician  pay- 
ment. While  it  is  important  that  we  try  to  control  these  expendi- 
tures— and  there  is  a  good  reason  for  it — it  seems  to  me  that  not 
all  physicians  are  to  be  blamed  for  increasing  expenditures. 

If  doctors  were  to  go  over  the  expenditure  target  nationwide,  how 
does  your  Commission  propose  to  protect  doctors  who  deliver  pri- 
mary care?  They  could  be  among  the  ones  that  could  be  adversely 
affected  by  setting  these  limits.  So  it  would  seem  to  me  like  such  a 
proposal  would  be  harsh  if  you  do  not  balance  those  concerns.  Do 
you  have  any  plan  to  balance  those? 

Dr.  Lee.  Well,  I  would  say  the  first  step  is  the  resource-based  rel- 
ative value  scale,  which  will  increase  significantly  the  payments 
for  primary  care  physicians.  This  would  be  particularly  true  in 
rural  areas  where  they  have  been  underpaid. 

I  would  agree  with  you  that  several  factors  contribute  to  in- 
creases in  volume.  One  is  technology,  and  there  are  certain  areas 
where  we  have  seen  dramatic  increases  with  great  benefit  to  pa- 
tients; for  example,  cataract  surgery.  Newer  approaches  to  cataract 
surgery  were  developed  in  the  early  1980's.  Those  were  put  in  place 
by  1984,  and  there  was  almost  a  doubling  of  the  number  of  patients 
who  had  cataract  operations  between  1984  and  1988.  It  now  ap- 
pears to  be  leveling  off. 
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Other  new  technologies  have  resulted  in  significant  increases. 
However,  as  technologies  have  become  obsolete  or  as  they  have 
become  relatively  less  effective,  they  have  been  continued  to  be 
used.  In  many  cases  it  is  because  the  incentives  are  for  physicians 
to  continue  to  use  those  technologies.  We  think  that  correcting  the 
incentives  in  the  fee  schedule  will  be  very  helpful. 

Mr.  Pickle.  Well,  Dr.  Lee,  my  time  has  expired.  I  must  say  to 
you  that  it  is  a  little  difficult  for  me  to  understand  how  you  are 
going  to  come  up  with  a  figure  and  then  how  you  balance  them  1 
year  or  another.  That  can  get  awfully  complicated,  and  I  think 
there  will  need  to  be  a  lot  more  explanation  before  we  can  finally 
understand  it.  I  will  try,  but  I  sure  do  not  understand  it  yet. 

Dr.  Lee.  Well,  we  will  do  everything  we  can,  Mr.  Pickle,  to  pro- 
vide you  with  information,  calculations,  and  data,  particularly  on 
these  rural  issues,  that  will  be  helpful. 

Chairman  Stark.  Mr.  Levin. 

Mr.  Levin.  Thank  you. 

Welcome  and  congratulations.  Usually  Government  moves  more 
slowly  than  predicted.  You  may  be  moving  more  quickly  than  pre- 
dicted. I  guess  we  all  want  to  be  sure,  including  yourselves,  that  we 
are  moving  effectively  and  in  an  informed  way. 

Let  me  ask  you,  on  the  expenditure  targets,  it  is  portrayed  as 
something  radically  different  than  we  now  have.  But,  presently,  if 
we  think  that  costs  for  Medicare  are  going  to  go  up  too  rapidly,  we 
freeze  physician  reimbursement.  Right? 

It  may  be  clumsy,  but  we  have  had  some  form  of  expenditure 
target  or  whatever  you  want  to  call  it  in  place,  have  we  not? 

Dr.  Lee.  Yes,  the  MEL  Not  updating  the  MEI  is  one  way  of  deal- 
ing with  it.  It  deals  mainly  with  the  price  side,  and  this  is  an  at- 
tempt to  signal  physicians  to  deal  with  the  volume  side.  The  levers 
to  date  have  been  largely  on  the  price  side:  freezing  prices  you  pay 
physicians,  not  updating  the  MEI  for  6  months,  or  limiting  the 
MEI  update.  They  have  been  more  on  the  financing  side. 

Mr.  Levin.  But  you  would  work  more  or  less  the  same  way  by 
setting  an  expenditure  target  and  saying  to  people  that  if  the 
volume  goes  up  too  much,  you  are  going  to  receive  less  per  proce- 
dure, right? 

Dr.  Lee.  Right.  But  it  is  more  to  send  a  signal,  and  it  is  a  some- 
what different  signal  than  has  been  sent  in  the  past.  It  is  different 
when  you  set  an  explicit  expenditure  target  and  get  an  agreement 
on  that  goal.  In  the  past,  you  have  looked  back  and  said,  well, 
things  are  going  up  too  rapidly;  we  will  ratchet  down  here  or  ratch- 
et down  there.  In  other  words,  it  is  an  attempt  to  take  a  more  com- 
prehensive rather  than  piecemeal  approach  to  the  problem. 

Mr.  Ginsburg.  If  I  could  add  something  to  characterize  what  Mr. 
Levin  is  saying,  it  is  that  perhaps  we  have  actually  been  doing  ex- 
penditure targets  but  have  not  had  the  benefit  of  signaling  in  ad- 
vance that  this  is  what  we  are  doing  to  get  the  most  constructive 
response  possible. 

Mr.  Levin.  So  this  is  really  a  change  from  kind  of  retrospective 
to  prospective  targeting.  I  am  not  sure  exactly  how  it  cuts,  but  I 
think  it  should  take  some  of  the  rhetoric  out  of  this;  you  know,  as 
if  it  is  such  a  radical  departure  from  what  is  going  on.  Now,  wheth- 
er it  is  effective  is  another  issue  because  it  has  not  worked  terribly 
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well  retrospectively.  Whether  it  would  work  any  better  prospective- 
ly, I  think  is  a  very  legitimate  question,  and  how  you  would  work 
out  these  expenditure  targets,  and  whether  you  should  have  them 
nationally  or  break  them  down  by  States. 

If  physicians  in  one  State  are  going  willy-nilly,  why  should  it  pe- 
nalize physicians  in  another  State,  for  example? 

Dr.  Lee.  We  agree  with  that  and  would  like  to  develop  a  method 
that  would  permit  that  kind  of  differentiation. 

Mr.  Levin.  Now,  let  us  go  to  another  sensitive  part  of  this.  We 
will  hear  later  testimony  from  the  College  of  Physicians.  Let  me 
just  read  to  you  one  of  the  critical  portions  of  it  on  page  10  on  the 
resource-based  approach.  There  are  three  parts,  and  I  would  like 
your  comment  on  all  of  them,  if  you  have  time.  It  says  that  this 
approach  does  not  take  into  account  the  greater  diagnostic  or 
therapeutic  value  of  specific  services  for  patients.  Second,  it  ignores 
the  quality  of  the  services  provided.  Third,  it  fails  to  consider  other 
factors  that  play  a  major  role  in  determining  the  value  of  most 
other  goods  and  services  purchased  in  our  society. 

How  would  you  respond  to  those  three  critiques  of  your  ap- 
proach? 

Dr.  Lee.  The  quality  of  care  that  is  provided  by  a  physician 
cannot  really  be  reflected  in  a  fee  schedule.  The  physician  who  is 
recognized  as  an  outstanding  physician  that  provides  better  quality 
care  is  rewarded  professionally.  They  also  get  a  greater  volume  of 
patient  referrals  from  other  doctors  and  patients.  Let  us  say  the 
value  to  a  patient  for  a  pair  of  glasses  may  be  enormous,  but  glass- 
es are  very  inexpensive.  The  caring  for  a  patient  who  is  terminally 
ill  and  dying  may  be  more  valuable  than  some  very  expensive  oper- 
ation in  terms  of  the  intrinsic  value,  yet  it  does  not  keep  the  pa- 
tient alive. 

To  reflect  the  value  of  different  services  to  patients  in  a  fee 
schedule,  I  think,  is  just  about  impossible. 

On  the  quality  side,  again,  this  has  been  looked  at,  and  as  I  men- 
tioned earlier,  the  measurements  of  quality  are  really  your  own 
professional  standards,  the  organized  professional's  standards,  and 
quality  assurance  programs.  We  have  a  variety  of  mechanisms  to 
assure  quality  for  patients.  We  have  licensure.  We  have  various 
other  mechanisms,  including  malpractice,  an  extreme  example 
intervention  when  patients  perceive  that  quality  of  care  is  not  ade- 
quate. 

So  I  think  that  the  mechanisms  are  there,  but,  again,  I  do  not 
see  that  you  can  build  those  into  a  fee  schedule  or  a  payment 
system. 

I  am  not  quite  sure  about  your  last  point. 

Mr.  Levin.  Well,  I  think  you  will  have  to  elaborate.  Let  me  just 
ask  you  one  quick  question  as  my  time  runs  out.  They  say  that,  on 
the  other  hand,  the  reductions  for  certain  services  could  seriously 
affect  access  to  some  physician  services  and  reduce  the  interest  of 
many  physicians  in  signing  Medicare  participation  agreements  or 
accepting  assignment. 

Dr.  Lee.  I  think  that  is  a  matter  of  judgment.  We  have  looked  at 
this  and  we  have  done  simulations  on  the  impact  by  specialty.  The 
initial  simulations  by  Hsiao  seriously  exaggerated  the  impact  by 
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specialty  and  so  led  various  physician  groups  to  believe  that  they 
were  going  to  be  much  more  seriously  affected. 

We  do  not  believe  the  extent  of  the  change  and  particularly  the 
rate  of  changes  caused  by  the  fee  schedule  will  compromise  access 
to  care  by  specialists. 

Mr.  Levin.  Thank  you. 

Chairman  Stark.  Mr.  Moody, 

Mr.  Moody.  Thank  you. 

Dr.  Lee,  this  is  a  revolution,  indeed,  and  I  think  it  certainly 
moved  the  debate  forward — not  one  step  but  many  steps  at  once.  In 
fact,  it  is  so  huge  a  change  that  I  suspect  this  committee  and  others 
will  have  a  while  before  we  totally  digest  all  the  implications.  Al- 
though we  have  been  aware  of  the  Hsiao  work,  the  fact  that  you 
bundle  this  together  with  so  many  reinforcing  components  is  very 
daring  and  it  is  revolutionary. 

Let  me  focus  on  the  expenditure  targets,  because  I  think  that  is  a 
crucial  component.  I  gather  this  is  something  like  the  Canadian 
system.  Is  that  accurate? 

Dr.  Lee.  That  is  correct.  The  concept  is  similar  to  the  Canadian 
approach,  although  Canada  has  a  single  payer. 

Mr.  Moody.  Right.  Would  this  not  be  a  single  payer — Medicare? 

Dr.  Lee.  It  is  in  Medicare,  but  in  Canada  it  is  for  the  total  popu- 
lation. 

Mr.  Moody.  Right.  But  insofar  as  if  the  universe  is  Medicare  pa- 
tients, it  is  still  a  single  payer. 
Dr.  Lee.  Absolutely,  yes. 

Mr.  Moody.  I  recognize  that  you  would  like  to  move  from  a  na- 
tional to  a  smaller  unit  here.  It  occurs  to  me  that  a  national  ex- 
penditure target  would  present  the  so-called  free  rider  problem; 
namely,  that  it  might  be  advantageous  for  an  individual  physician 
to  churn  the  system — have  more  patients  and  increase  volume — be- 
cause the  costs  of  doing  so  would  be  spread  over  such  a  large  uni- 
verse that  he  or  she  would  not  be  singled  out  for  that  much  atten- 
tion, unless  you  buttress  this  with  a  lot  of  utilization  review  to  go 
along  with  it.  But  the  smaller  the  unit,  clearly  the  more  the  free 
rider  problem  is  brought  back  home  to  the  decisionmaker. 

You  say  ''Expenditure  targets  would  not  alter  the  financial  in- 
centives for  individual  physicians  and  their  patients."  It  seems  to 
me  that  it  would  or  it  could  very  well,  in  fact,  do  that,  It  sounds  a 
little  bit  naive  to  say  that  it  would  not  alter  them.  Because  of  the 
free  rider  temptation,  it  seems  to  me  that  it  would. 

Would  you  want  to  comment  on  that? 

Dr.  Lee.  I  would  like  to  ask  Paul  to  comment  on  the  free  rider 
question. 

Mr.  Ginsburg.  In  a  sense,  incentives  for  an  individual  physician 
would  not  be  affected  because  of  the  free  rider  effect.  They  would 
remain  exactly  as  they  are  today,  in  the  sense  that  if  a  physician  is 
deciding  whether  to  perform  a  service  or  not,  they  know  that  they 
will  not  have  any  appreciable  impact  on  the  expenditure  target  or 
on  next  year's  update.  I  would  imagine  that  barring  utilization 
review  or  education  from  the  medical  profession,  physicians  would 
continue  to  do  as  they  would  have  in  the  absence  of  the  target. 

Mr.  Moody.  So  it  would  alter  the  incentive.  It  will  not  enhance 
incentives  to  increase  volume. 
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Mr.  Ginsburg.  That  is  right. 

Mr.  Moody.  My  question  was  would  there  be  a  serious  diminu- 
tion of  incentive  to  increase  volume. 

Mr.  Ginsburg.  No.  This  policy  will  not  work  through  incentives. 
It  will  work  through  practice  guidelines,  utilization  review,  and 
broadly  changing  the  political  stance  of  the  medical  profession  to- 
wards cost  containment  options. 

Mr.  Moody.  Right.  So  this  expenditure  target,  particularly  as  it 
starts  out  as  a  national  universe,  has  got  to  be  buttressed,  for  this 
thing  to  work,  with  some  pretty  intensive  utilization  review,  it 
seems  to  me.  Am  I  accurate  to  say  that? 

Dr.  Lee.  Absolutely.  It  must  also  include  practice  guidelines  and 
a  more  involved  medical  profession  on  the  volume  side  of  the  equa- 
tion. 

Mr.  Moody.  Yes.  You  are  aware  that  the  latest  budget  request 
from  HHS  actually  reduces  the  amount  of  money  they  propose  for 
utilization  review  activities. 

Dr.  Lee.  Yes.  We  think  that  is  a  big  mistake. 

Mr.  Moody.  All  right.  Well,  I  have  personally  raised  it  with  Dr. 
Sullivan,  and  it  is  left  exactly  in  that  state.  It  is  raised  but  not  an- 
swered. Obviously,  in  the  intermediate  range,  particularly  during 
all  these  phase-in  periods,  there  are  some  serious  budgetary  impli- 
cations for  your  proposal,  which  I  hope  our  committee  will  work 
with  you  on.  But  I  think  it  becomes  very  crucial  to  do  these  other 
things.  Otherwise,  we  might  turn  out  to  have  the  volume  go  up, 
and  everybody  says  the  thing  is  a  failure.  Then  we  scrap  it. 

Dr.  Lee.  You  need  a  integrated  approach,  one  piece  is  not  going 
to  work  alone.  In  other  words,  just  doing  one  of  these  things  will 
not  be  sufficient  at  all. 

Mr.  Ginsburg.  You  are  absolutely  right.  The  number  of  dollars 
that  we  spend  on  administration  in  Medicare  is  very  tiny  compared 
to  what  we  pay  in  benefits.  If  we  do  not  fund  that  administrative 
infrastructure  adequately  for  these  changes,  the  program  could 
really  fail. 

Mr.  Moody.  Right.  Would  it  be  fair  to  say  that  your  proposal, 
taken  in  toto,  basically  eliminates  the  current  fee-for-service 
system  insofar  as  it  applies  to  Medicare? 

Dr.  Lee.  It  would  eliminate  the  CPR  system  when  the  full  Medi- 
care fee  schedule  goes  into  effect.  It  would  eliminate  the  present 
system  for  physician  services. 

Mr.  Moody.  I  think  that  it  is  clear— for  budgetary  reasons  if  no 
other — that  the  current  system  cannot  simply  be  allowed  to  contin- 
ue. I  think  all  of  us  are  impressed  with  the  breadth  and  the  bold- 
ness of  this  proposal.  While  all  of  us  obviously  want  to  study  it,  I 
think  you  are  certainly  to  be  commended  for  this  work. 

Dr.  Lee.  The  most  compelling  argument  for  the  Commission  in 
favor  of  an  expenditure  target  was  that  the  Medicare  program 
cannot  continue  expenditure  increases  at  the  current  rate  if  we  as 
a  nation  want  to  cover  the  uninsured  or  address  other  social  issues. 
We  have  to  control  medical  care  expenditure  increases,  including 
Medicare  expenditures. 

Mr.  Moody.  Right.  And  volume  is  always  going  to  be  a  crucial 
element  there.  If  we  leave  the  decisionmaking  as  it  is,  clearly  we 
will  rule  out  the  option  of  doing  some  other  very  important  policy 
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goals  in  our  society,  like  helping  the  uninsured.  The  state  of  health 
of  children  in  our  society  has  deteriorated  sharply.  We  have  to  ad- 
dress that,  it  seems  to  me.  The  cost/benefit  ratios  are  so  compelling 
that  we  cannot  ignore  the  children's  health  problem  that  we  are 
now  facing,  and  the  list  of  other  things  we  should  be  doing,  which 
will  all  be  ruled  right  off  the  board  if  we  do  not  come  to  grips  with 
the  Medicare  cost  explosion. 

I  commend  you  for  almost  the  breathtaking  nature  of  your  pro- 
posal. Thank  you. 

Dr.  Lee.  Thank  you. 

Chairman  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  regret  that  I  was  unable  to  hear  your  initial  testimony,  Dr.  Lee, 
but  I  do  want  to  ask  a  few  questions  to  clarify  my  thinking. 

I  do  believe  that  some  changes  in  the  way  we  reimburse  physi- 
cians are  necessary  and  appropriate.  But  in  your  statement  you  say 
to  limit  beneficiary  financial  liability,  it  recommends  limits  on  bal- 
ance billing.  I  think  what  you  are  saying  is  that  we  must  require 
physicians  to  accept  the  Medicare  fee.  Is  that  correct? 

Dr.  Lee.  What  we  are  saying  is  that  for  those  who  do  not  partici- 
pate— and  we  are  recommending  a  continuation  of  the  PAR  pro- 
gram with  an  incentive  for  participation  as  exists  today — that 
there  should  be  a  limit  on  balance  billing.  The  limit  could,  for  ex- 
ample, be  placed  between  115  and  125  percent  of  the  fee  schedule 
amount,  because  those  are  limits  that  Congress  has  previously 
adopted. 

Mrs.  Johnson.  But  to  try  to  simplify  this,  down  what  you  are 
trying  to  do  is  create  a  system  in  which  all  physicians  accept  the 
Medicare  fee,  and  there  is  no  balance  billing.  Correct? 

Dr.  Lee.  If  the  fee  was  at  a  level  that  physicians  found  accepta- 
ble, they  would  not  then  balance  bill  patients.  But,  we  do  not  think 
that  even  with  the  corrections  we  are  proposing  that  that  is  going 
to  be  the  case  under  all  circumstances,  and  physicians  should  have 
the  freedom  to  balance  bill  in  those  situations.  Therefore,  the  Com- 
mission is  not  recommending  mandatory  assignment. 

Mrs.  Johnson.  But  we  would  limit  the  amount  they  could  bal- 
ance bill? 

Dr.  Lee.  We  would  limit  that. 

Mrs.  Johnson.  OK. 

Dr.  Lee.  We  would  suggest  that  Congress  limit  that. 

Mrs.  Johnson.  So  we  are  narrowing  the  amount  per  patient  that 
any  physician  could  charge.  Then  on  the  other  side  

Dr.  Lee.  The  MAAC  program  in  use  now  limits  balancing  billing. 
However  we  think  this  program  should  be  replaced  by  across-the- 
board  limits  which  are  much  simply  than  the  complex  formulations 
used  by  the  MAAC  program  to  determine  limits  for  each  individual 
physician. 

Mrs.  Johnson.  I  see.  OK.  Thank  you. 

Then  your  expenditure  targets  seem  to  me  to  function  like  caps. 
What  is  the  difference? 

Dr.  Lee.  I  would  say  it  is  quite  different  than  a  cap.  If  you  put  a 
cap  on  this  year,  you  have  to  take  those  costs  out  or  expenditures 
out  this  year.  If  you  set  a  target  and  you  achieve  it  you  get  pay- 
ment in  full  next  year.  If  you  do  not  achieve  the  target,  the  fees  get 
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proportionately  reduced  in  the  subsequent  year.  Under  a  target 
system,  only  the  increase  in  the  fee  is  affected.  The  fees  are  going 
to  go  up  year-to-year  as  practice  costs,  expenditures,  and  numbers 
of  beneficiaries  go  up.  So  you  are  not  actually  reducing  expendi- 
tures. You  are  only  reducing  the  rate  of  increase  in  the  subsequent 
year. 

Mr.  Ginsburg.  If  I  could  add  another  point  of  how  targets  are 
different  from  caps,  if  the  rate  of  increase  of  volume  was  lower 
than  the  target  under  this  proposal,  then  the  annual  physician  fee 
update  would  be  higher  than  the  normal  one.  Thus,  if  physicians 
are  successful,  their  fee  increases  could  go  up  even  faster  than  they 
would  have  in  the  absence  of  expenditure  targets.  So  it  could  work 
both  ways. 

Mrs.  Johnson.  So  are  you,  then,  providing  an  incentive  to  the 
physician  to  reduce  the  number  of  people  they  see  and  the  intensi- 
ty of  the  care  they  give? 

Dr.  Lee.  The  goal  is  to  really  reduce  the  volume  of  inappropriate 
or  unnecessary  services  and  services  of  marginal  benefit. 

Mrs.  Johnson.  OK.  Stop  right  there.  I  understand  the  whole 
problem  of  inappropriate.  Now  you  are  getting  into  marginal.  As  I 
came  in,  I  heard  you  talking  about  the  Canadian  system.  They 
have  a  much  stronger  hand  on  control  of  marginal-benefit  medical 
services  than  we  do.  If  you  are  going  to  begin  to  control  the  provi- 
sion of  services  with  marginal  benefit,  how  are  you  going  to  protect 
physicians  from  their  liability  to  have  provided  all  possible  appro- 
priate care? 

Dr.  Lee.  Well,  I  think,  first  of  all,  the  practice  guidelines  would 
be  one  approach  to  that. 

Mrs.  Johnson.  So  would  you  recommend  that  the  practice  guide- 
lines have  court  standing  as  a  state-of-the-art  protection  against 
suit  for  not  having  provided  care  beyond  the  practice  guidelines? 

Dr.  Lee.  Well,  the  Commission  has  not  dealt  with  that  issue,  so  if 
I  give  you  any  comment,  it  would  be  a  personal  comment  not  a 
Commission  comment. 

I  think  it  is  a  little  premature  to  make  that  leap,  because  we 
have  not  really  seen  practice  guidelines  developed  and  implement- 
ed at  the  utilization  review  level.  There  are  already  community 
and  national  standards  that  apply  in  particular  malpractice  cases. 

Mrs.  Johnson.  But  they  do  not  have  standing  and  defense  in 
court. 

Mr.  Ginsburg.  In  the  discussions  I  have  had  with  malpractice  at- 
torneys, I  understand  that  a  practice  guideline  developed  in  a  very 
careful  manner  by  a  respected  body  would  have  a  very  good  chance 
of  becoming  the  standard  medical  protocal  for  the  conditions  that 
the  guidelines  cover. 

Mrs.  Johnson.  I  see  the  red  light  has  gone  on  for  me,  and  I  will 
respect  that.  I  just  bring  this  up  because  if  we  do  this  in  fees,  this 
combination  of  better  controlling  balance  billing  and  using  targets 
to  constrain  reimbursement,  as  those  fee  rates  and  targets  sink,  as 
a  function  of  tax  policy  as  opposed  to  a  function  of  provider  care 
costs,  as  often  happens  in  the  political  arena,  if  you  have  not 
paired  them  with  some  system  whereby  you  address  some  of  these 
exposure  issues,  then  you  will  significantly  cripple  access  to  care, 
in  my  estimation,  of  seniors  to  physician  care.  And  I  think  we 
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really  need  to  be  honest  about  how  these  things  interface,  and  I 
look  forward  to  working  with  you  on  it. 
Thank  you. 

Chairman  Stark.  Mr.  Donnelly. 

Mr.  Donnelly.  Thank  you,  Mr.  Chairman. 

Doctor,  I  apologize  for  missing  your  oral  testimony.  My  plane 
was  late.  But  I  did  have  an  opportunity  to  look  at  it  prior  to  your 
testifying. 

If  I  heard  you  correctly  in  response  to  a  question,  did  you  say 
that  you  felt  that  even  if  we  adopted  your  recommendations  in  toto 
that  you  still  feel  that  physicians  are  not  going  to  be  adequately 
reimbursed  for  services  provided  to  Medicare  beneficiaries? 

Dr.  Lee.  No,  sir.  I  believe  they  will  be  if  the  fee  schedule  is  adopt- 
ed as  we  are  recommending  it.  I  think  that  there  will  be  an  appro- 
priate and  adequate  reimbursement  policy. 

Mr.  Donnelly.  For  all  procedures? 

Dr.  Lee.  Yes,  sir.  That  is  our  objective. 

Mr.  Donnelly.  If  that  be  the  case,  then,  why  would  you  not  rec- 
ommend that  we  prohibit  balance  billing?  If  we  are,  in  fact,  reim- 
bursing physicians  adequately  for  services  provided,  what  justifica- 
tion is  there  then  for  physicians  to  charge  more  than  an  adequate 
reimbursement? 

Dr.  Lee.  The  problem  is  that  when  we  initiate  this  major  trans- 
formation in  the  physician  payment  and  create  a  new  fee  schedule, 
we  cannot  know  that  we  have  produced  the  most  effective  policies. 
That  is  our  goal.  But  if  we  include  the  ability  to  balance  bills 
within  limits,  then  if  we  have  made  some  errors,  there  is  a  little 
margin  to  correct  them.  We  can  see  in  balance  billing  patterns  if 
resource  costs  for  particular  kinds  of  procedures  are  underestimat- 
ed and  correct  them. 

Thus,  we  see  balance  billing  as  a  form  of  insurance  under  a  radi- 
cally different  form  of  physician  payment. 

Mr.  Donnelly.  But  it's  an  insurance  that  the  beneficiary  would 
pay.  It  seems  to  me,  unless  I  am  missing  something,  that  you  are 
backtracking  a  little  bit  on  your  initial  statement  that  adoption  of 
your  recommendations  would  then  provide  an  adequate  reimburse- 
ment. Now,  you  are  saying  maybe  it  will  not,  so  we  need  this  fail- 
safe just  in  case.  Is  that  accurate? 

Dr.  Lee.  That  is  my  view,  yes,  sir. 

Paul,  do  you  have  an  additional  comment? 

Mr.  Donnelly.  I  guess  my  point  is,  your  recommendations  either 
do  or  they  do  not  provide  adequate  reimbursement.  And  if  they  do, 
what  is  the  justification  of  allowing  the  beneficiaries  to  be  charged 
more  than  what  a  fair  and  adequate  reimbursement  is? 

Mr.  Ginsburg.  I  think  Dr.  Lee  might  not  have  been  clear.  I  think 
as  far  as  the  relative  payments  for  the  different  services,  we  have 
confidence  that  the  fee  schedule  will  result  in  a  more  rational  and 
appropriate  pattern  of  relative  payment.  I  do  not  think  we  know  at 
this  point  whether  in  the  aggregate,  today  or  5  years  from  now,  the 
payment  amounts  will  be  adequate,  especially  for  every  single  phy- 
sician. 

Chairman  Stark.  Would  the  gentleman  yield?  I  think  the  gentle- 
man from  Massachusetts  should  be  able  to  stipulate  to  that.  The 
issue  he  makes  is  done  so  very  eloquently.  Suppose  you  are  wrong. 
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Who  then  should  pay?  The  beneficiary?  Maybe  we  should  take  it 
out  of  the  salaries  of  the  Physician  Payment  Review  Commission. 

The  point  is  why  stick  the  poor  beneficiary  for  a  mistake  that  we 
make  here?  Why  not  have  the  physician  come  back  to  the  well- 
equipped  Commission,  to  PhysPRC,  and  let  the  physician  make  his 
case  to  you  as  to  why  he  should  have  extra  money?  You  who  are 
professionally  trained  to  assess  that.  Why  stick  it  to  the  poor  bene- 
ficiary? That  is  all  we  are  saying. 

We  absolutely  agree  that  there  could  be  some  entropy  in  this, 
something  that  slips.  But  why  the  poor  beneficiary?  Why  should 
they  be  stuck  with  our  mistake? 

Mr.  Donnelly.  If  I  could  take  my  time  back,  what  you  are  basi- 
cally saying  is  that  you  are  going  to  hold  the  physicians  harmless 
to  any  mistakes  made,  but  you  are  not  going  to  hold  the  benefici- 
aries harmless.  I  just  do  not  see  the  justification  for  that.  That  on 
face  value  to  me  does  not  look  fair.  It  seems  to  me  that  the  burden 
minimally  should  be  shared  equally  between  the  beneficiary  and 
the  physician  if  mistakes  are  made. 

Mr.  Ginsburg.  I  think  that  might  be  the  case  under  this  proposal 
to  limit  balance  billing.  This  proposal  is  going  to  cause  significant 
reductions  in  balance  billing  for  some  physicians.  So,  in  a  sense, 
that  is  a  sharing.  Also,  in  our  simulations,  we  see  a  very  substan- 
tial reduction  in  balance  billing  from  the  current  level  under  this 
proposal. 

Mr.  Donnelly.  I  would  disagree  with  that,  but  I  did  want  to  get 
to  just  that  

Dr.  Lee.  Let  me  just  also  say  why  the  Commission  reached  this 
conclusion  on  balance  billing.  In  part  it  was  because  the  past  Con- 
gress has  established  it  as  a  precedent.  The  MAAC  program  is  a 
limit,  in  a  sense,  on  balance  billing.  The  radiology  fee  schedule  is 
also  a  limit  on  balance  billing. 

Mr.  Donnelly.  Over  my  objection.  I  would  have  gone  farther  if  I 
had  a  chance. 

Dr.  Lee.  I  understand  that,  but  you  are  looking  at  a  Commission 
which  has  got  a  diverse  group  of  people. 
Mr.  Donnelly.  As  does  this  committee. 

Dr.  Lee.  Right.  If  we  had  someone  with  your  persuasive  powers 
on  the  Commission,  we  might  have  decided  otherwise. 

Mr.  Donnelly.  Well,  my  powers  have  not  been  too  persuasive  on 
this  committee.  I  do  not  know  how  persuasive  they  would  have 
been  on  the  Commission. 

You  do  make  a  major  recommendation  going  to  a  system  of  man- 
dating balance  billing  for  those  at  the  poverty  level.  Number  1 
what  is  your  justification  for  that,  of  just  those  people  at  the  pover- 
ty level?  Give  me  the  justification  for  that  first. 

Dr.  Lee.  QMB's  are  and  should  be  treated  as  Medicaid  benefici- 
aries and,  therefore,  have  no  balance  billing.  There  was  a  lot  of  dis- 
cussion about  income  or  means  testing  other  beneficiaries. 

Mr.  Donnelly.  In  fact,  you  do,  Doctor.  This  is  a  means  test  and 
an  income  test  for  those  folks. 

Dr.  Lee.  But  that,  again,  is  a  policy  Congress  has  already  estab- 
lished. Medicare  benefits  have  never  been  means  tested.  Medicaid 
benefits  have  been.  Because  QMB's  are  under  Medicaid  and  title 
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XIX  we  felt  it  would  be  appropriate  that  those  individuals  not  be 
balance  billed. 

However,  we  felt  as  a  principle  you  should  not  means  test  benefi- 
ciaries in  the  Medicare  program.  That  was,  the  consensus  of  the 
Commission  after  considerable  discussion. 

Mr.  Donnelly.  But  you  are  means  testing  it  at  a  certain  point, 
and  the  basis  of  that  decision  was  based  on  action  that,  in  fact,  this 
committee  took. 

Dr.  Lee.  Correct. 

Mr.  Donnelly.  Well,  I  hate  to  see  you  base  some  of  your  activi- 
ties and  decisions  on  actions  that  we  might  take.  My  time  is  ex- 
pired. Thank  you  very  much,  Doctor.  Thank  you,  Mr.  Ginsburg. 

Are  there  any  additional  questions?  Mrs.  Johnson. 

Mrs.  Johnson.  While  we  have  these  witnesses  here,  I  think  that 
it  is  important  to  try  to  get  a  little  bit  more  clearly  to  the  issue  of 
how  this  target  functions  as  a  cap,  and  what  is  the  relationship  be- 
tween that  cap  and  access  to  service,  both  in  terms  of  numbers  of 
patients  and  a  variety  of  intensity  of  care  given.  Because  when  you 
make  the  analogy  to  other  nations,  all  other  nations  have  a  means 
of  regulating  those  things.  And  to  say  that  practice  guidances  will 
regulate  them,  when  those  are  not  in  place  and  we  do  not  know 
how  they  will  work,  seems  to  me  inadequate. 

If  you  are  going  to  have  a  target,  what  is  the  difference  between 
target  and  price  control?  Even  though  I  see  what  you  are  saying 
about  it  is  a  little  more  flexible.  If  we  say  we  are  going  to  spend  x 
amount  of  money  on  reimbursing  physicians  in  America,  regardless 
of  how  we  fiddle  around  with  exactly  how  we  are  going  to  imple- 
ment that  system,  I  do  not  see  the  difference  between  that  and 
Congress  saying — which  we  have  said  for  years — we  are  going  to 
spend  x  amount  of  money  on  the  VA  system.  And  I  will  tell  you,  it 
has  compromised  access  in  that  system,  and  it  has  compromised 
quality.  And  over  a  long  period,  when  you  stretch  this  out  after  the 
first  year  or  the  second  year  or  the  third  year,  or  5  years,  it  seems 
to  me  that  you  are  going  to  get  this  target,  flexible  as  it  is  and 
complex  and  all  that  stuff,  ultimately  that  capping  of  how  much  we 
are  going  to  spend  on  physician  reimbursement.  Presumably,  we 
are  doing  it  to  get  a  downward  trend  in  that  line. 

So  as  that  downward  trend  in  the  line  is  pressed  up  against  by  a 
larger  number  of  Medicare  recipients  living  in  a  more  complex 
medical  environment  and,  therefore,  we  are  having  access  to  more 
complex  and  high  cost  intervention,  how  are  you  going  to  make 
that  line  decline  and  not  compromise  intensity  of  care? 

Dr.  Lee.  Well,  I  think  there  are  several  things  that  led  the  Com- 
mission to  make  the  decision  with  respect  to  targets.  The  most  im- 
portant was  the  rate  of  increase  in  part  B  expenditures,  which  has 
been  17  percent  a  year  for  the  last  decade  now,  half  of  that  due  to 
increase  in  volume.  It  cannot  be  sustained.  We  do  not  have  the  re- 
sources in  this  country  to  continue  to  increase  part  B  expenditures 
17  percent  a  year. 

Mrs.  Johnson.  Wait  right  there,  Dr.  Lee.  If  half  of  the  increase  is 
due  to  volume,  and  if  in  the  future  half  of  the  increase  is  due  to 
volume,  I  mean,  does  that  not  make  my  point? 

Dr.  Lee.  There  has  to  be  some  way  to  slow  this  rate  of  increase. 
A  second  reason  was  that  we  had  been  given  ample  testimony  that 
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in  a  variety  of  areas  there  is  a  significant  amount  of  inappropriate 
and  unnecessary  care  being  provided.  If  the  medical  profession 
dealing  on  a  peer  level  could  eliminate  those  unnecessary  services, 
you  would  have  ample  resources  not  only  for  part  B,  but  to  do 
other  things  as  well. 

It  has  been  estimated  that  between  20  to  30  percent  of  medical 
care  is  unnecessary  or  of  marginal  benefit  to  the  patient. 

Mrs.  Johnson.  Wait  a  minute.  If  10  percent  represents  unneces- 
sary care  or  even  30  percent,  but  50  percent  is  volume  increases,  I 
do  think  those  figures  support  my  point;  that  in  the  long  run,  this 
is  going  to  have  to  indicate  that  somehow  fewer  people  are  going  to 
have  to  be  seen  or  fewer  times. 

Dr.  Lee.  You  have  a  greater  intensity  of  service.  In  the  data  we 
have  from  our  beneficiary  survey,  less  than  one-half  of  1  percent  of 
beneficiaries  were  refused  care  for  financial  reasons  and  less  than 
5  percent  deferred  care  for  economic  reasons.  So  it  is  not  so  much  a 
problem  of  access,  as  what  happens  once  the  person  accesses  the 
system.  There  is  a  volume  intensity  of  services,  and  there  is  a  cer- 
tain percentage  of  those  services  that  are  inappropriate,  unneces- 
sary and,  in  some  cases,  harmful.  I  could  cite  many  examples. 

So  if  you  can  control  volume  increases  through  effective  manage- 
ment of  use  of  service,  you  could  make  very  substantial  savings 
over  time. 

Mrs.  Johnson.  OK.  I  will  sit  down  with  you  at  some  other  time 
about  this,  because  I  absolutely  agree  with  you  that  we  have  to 
eliminate  the  inappropriate  care,  and  that  that  will  reduce  the 
costs  of  the  system.  But  to  do  it  by  capping  outlays,  which  is  ulti- 
mately what  this  is  going  to  do,  is  going  to  cause  us  to  limit  care  in 
exactly  the  same  way  that  the  VA  system  has  experienced  limits  of 
care,  that  Medicaid  has  experienced  limits  of  care.  And  I  think  the 
fundamental  approach  of  capping  outlays,  especially  when  half  of 
the  increase  in  your  outlays  is  driven  by  increases  in  volume,  is 
questionable.  And  I  am  concerned  that  you  are  looking  only  at  the 
inappropriate  care  component  and  what  that  is  doing  to  costs,  be- 
cause there  are  several  other  components  that  are  definitely  driv- 
ing costs,  that  if  we  eliminate  them  would  not  affect  either  access 
or  quality. 

Dr.  Lee.  What  you  are  doing  is  slowing  the  rate  of  increase.  You 
are  not,  in  fact,  capping.  VA  is  a  budgeted  program.  You  cap  it.  It 
is  very  different  than  what  has  happened  with  the  VA,  I  think. 

Mrs.  Johnson.  I  believe  it  is  going  to  become  the  same,  though. 
That  is  my  point. 

Mr.  Donnelly.  Thank  you. 

Mr.  Moody. 

Mr.  Moody.  Just  briefly,  I  would  like  to  just  jump  in  for  1  second 
here.  I  think  the  VA  is  very  different.  It  is  an  appropriated  pro- 
gram. It  is  not  an  entitlement.  VA  is  probably  one  of  the  most  inef- 
ficient programs  in  Government.  The  reason  the  access  has  been 
harmed,  in  my  judgment,  at  least,  from  my  observation,  is  not  be- 
cause of  these  budgetary  restraints.  The  budgetary  restraints  have 
harmed  access  only  if  you  are  willing  to  permit  the  continued  level 
of  gross  inefficiency  that  exists.  If  you  are  willing  to  reorganized 
VA  to  get  to  inefficiencies,  access  would  not  be  harmed.  But  reorga- 
nization will  never  occur  without  some  budgetary  restraint. 


Mr.  Donnelly.  Thank  you.  Maybe  we  can  continue  this  discus- 
sion a  little  bit  later.  The  full  committee  has  a  luncheon  at  12:30 
with  the  chairman,  so  we  are  going  to  try  to  have  all  of  the  testi- 
mony completed  prior  to  that  time. 

Thank  you  very  much,  Dr.  Lee  and  Mr.  Ginsburg.  We  appreciate 
your  testimony,  and  we  look  forward  to  working  with  you. 

Mr.  Donnelly.  Our  next  witness  is  from  the  American  Associa- 
tion of  Retired  Persons,  Mr.  Frank  Delay.  He  is  a  member  of  the 
board  of  directors  from  Mesa,  Arizona.  Please  proceed. 

STATEMENT  OF  FRANK  DELAY,  MEMBER,  BOARD  OF  DIRECTORS, 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS  (AARP),  AC- 
COMPANIED BY  STEPHANIE  KENNAN,  FEDERAL  AFFAIRS 
STAFF 

Mr.  Delay.  Thank  you,  Mr.  Chairman.  I  am  Frank  Delay,  a 
member  of  the  board  of  directors  of  the  American  Association  of 
Retired  Persons.  I  am  accompanied  by  Stephanie  Kennan  of  our 
Federal  affairs  staff. 

We  appreciate  the  opportunity  to  present  our  views  on  physician 
payment  reform.  We  particularly  appreciate  the  opportunity  to 
present  our  views  immediately  following  the  Physician  Payment 
Review  Commission.  My  written  statement  expresses  in  detail  our 
reaction  to  the  Commission's  report.  I  will  outline  a  few  points 
today. 

First,  we  begin  with  the  premise  that  the  purpose  of  Medicare  is 
to  provide  beneficiaries  with  financial  protection  for  access  to 
needed  health  services.  Payments  to  physician  is  our  means  of 
achieving  that  objective. 

Second,  AARP  continues  to  support  a  resource-based  relative 
value  scale.  However,  it  is  critical  to  remember  that  any  change  in 
payment  rates,  even  if  budget  neutral  in  the  aggregate,  means 
beneficiaries  will  be  affected  differently.  Simply  put,  I  do  not  visit 
my  doctor  in  the  aggregate.  I  have  specific  medical  needs  and  visit 
specific  doctors.  I  will  need  to  know  how  changes  in  payments 
affect  me. 

For  example,  raising  payments  for  primary  care  services  may  en- 
courage doctors  to  perform  more  primary  care.  But  my  coinsurance 
will  rise.  How  will  this  impact  my  access  to  care? 

Third,  AARP  recognizes  that  volume  is  a  key  issue.  While  some 
state  that  beneficiaries  are  responsible  for  this  increase  in  volume, 
I  would  like  to  state  that  the  doctor,  not  the  patient,  is  the  deci- 
sionmaker concerning  what  services  will  be  performed.  The 
number  of  office  visits  per  beneficiary  have  remained  stable  over 
the  past  decade.  Out-of-pocket  costs  of  part  B  services  paid  by  the 
beneficiary  in  the  form  of  premiums  and  coinsurance  is  increasing, 
in  part  because  of  the  increase  in  the  volume  of  services.  The  part 
B  premium  has  risen  91  percent  since  1984.  Coinsurance  is  now 
over  $7  billion,  having  increased  from  just  over  $2  billion  in  1981. 
The  impact  on  the  beneficiary  must  be  understood  before  reforms 
are  adopted. 

I  would  like  to  interject  at  this  point  that  the  association  does 
not  support  the  Bush  administration's  proposal  to  extend  the  re- 
quirement that  premiums  equal  25  percent  of  program  costs.  Bene- 
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ficiaries  can  no  longer  afford  to  continue  paying  25  percent  of  a 
cost  over  which  they  have  no  control. 

Again,  concerning  volume,  AARP  strongly  supports  the  PhysPRC 
recommendations  for  further  research  and  the  development  of 
practice  guidelines  as  one  method  to  control  volume.  Determining 
what  is  effective  care  is  essential  before  moving  forward  to  other 
steps  to  control  volume. 

Another  approach  favored  by  the  PhysPRC  is  a  national  expendi- 
ture target.  AARP  approaches  the  concept  of  expenditure  targets 
cautiously.  The  concept  of  a  national  target  as  proposed  by 
PhysPRC  is  a  useful  one.  However,  AARP  has  many  questions, 
such  as:  How  will  the  target  be  implemented?  Who  will  set  it?  And 
will  it  create  cost-shifting  to  the  non-Medicare  purchases  of  health 
care? 

From  the  beneficiary  perspective,  volume  must  be  controlled,  and 
beneficiaries  will  want  to  be  a  part  of  further  discussions  about  ex- 
penditure targets. 

Fourth,  we  support  PhysPRC  recommendations  concerning  moni- 
toring access  to  care  and  the  impact  on  beneficiaries.  This  is  cru- 
cial to  any  reformed  system.  This  information  will  be  vital  in  refin- 
ing the  payment  system  over  time  and  in  assuring  that  we  meet 
our  goals  of  providing  financial  protection  and  access  to  care. 

Fifth,  PhysPRC  recommends  a  transition  period  of  2  years.  We 
believe  that  any  change  in  payment  systems  should  be  implement- 
ed over  a  transition  period  of  at  least  5  years  to  avoid  abrupt 
changes  for  providers  and  patients. 

Sixth,  it  is  important  that  we  have  beneficiary  protections  to  pre- 
vent cost-shifting  to  beneficiaries.  We  strongly  support  the  continu- 
ation of  the  PAR  program  and  balance  billing  limits  as  PhysPRC 
recommends,  but  we  view  these  as  transition  steps  towards  manda- 
tory assignment.  Once  fair  and  rational  fees  are  achieved,  why 
should  a  physician  be  permitted  to  balance  bill  any  patient  for 
what  is  above  and  beyond  the  fair  fee,  as  you  mentioned,  sir? 

Mr.  Donnelly.  We  are  going  to  get  you  elected  to  Congress, 
Frank.  [Laughter.] 

Mr.  Delay.  We  applaud  the  Commission  for  recommending  that 
physicians  be  required  to  file  patients'  claim  forms  with  Medicare. 
This  step  is  important  in  streamlining  the  system  for  beneficiaries 
and  assuring  that  they  receive  benefits  they  are  entitled  to. 

Finally,  Mr.  Chairman,  we  realize  that  the  pressures  to  reducing 
the  budget  deficit  will  continue  in  the  years  to  come.  While  budget 
considerations  are  not  part  of  PhysPRC' s  mandate,  we  urge  you  to 
keep  this  pressure  in  mind  as  you  design  a  new  payment  system. 
The  new  system  must  be  able  to  withstand  attempts  to  achieve 
budget  savings  without  harming  the  integrity  of  the  system. 

I  thank  you. 

[The  statement  of  Mr.  Delay  follows:] 
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Before  the  Subcommittee  on  Health 
of  the  House  Committee  on  Ways  and  Means 

March  21,  1989 

Mr.  Chairman,  and  members  of  the  Subcommittee,  I  am  Frank 
Delay,  a  member  of  the  Board  of  Directors  of  the  American 
Association  of  Retired  Persons  (AARP). 

We  appreciate  this  opportunity  to  appear  before  the 
Subcommittee  to  present  our  views  on  physician  payment  reform. 

The  Association  continues  to  support  the  goal  of  revising 
Medicare's  physician  payment  methodology  through  the  use  of  a  fee 
schedule  based  on  a  resource  based  relative  value  schedule.  We 
have  had  the  opportunity  to  review  a  number  of  physician  payment 
issues  from  the  beneficiary  perspective  with  the  Physician 
Payment  Review  Commission  (PPRC),  in  hearings  and  in  meetings 
with  their  staff. 

Our  testimony  today  covers  several  areas:  1)  problems  with 
the  existing  payment  system;  2)  recent  actions  in  physician 
payment  reform,  and  the  beneficiary  community's  interest  in 
controlling  the  growth  in  Part  B  expenditures;  3)  AARP's 
perspective  on  payment  reforms,  the  fee  schedule  revisions 
suggested  by  the  PPRC,  and  the  need  for  a  better  understanding  of 
the  impact  of  payment  proposals  on  beneficiaries;  4)  other 
important  elements  of  the  PPRC  plan  --  elements  that  are 
necessary  to  any  payment  reform  plan  --  such  as  beneficiary 
protections  and  volume  controls;  5)  the  American  College  of 
Surgeons'  proposal;  and,  6)  a  summary  of  what  AARP  sees  as  the 
key  elements  which  need  to  be  incorporated  in  any  physician 
payment  reform  initiative. 


Background 

Physician  payment  reform  has  generated  a  complicated, 
technical  debate  among  government  policy  and  budget  officials, 
researchers,  and  physician  specialty  and  subspecialty 
associations.  That  debate  is  vitally  important,  but  we  think  it 
useful  to  go  back  to  the  basics  when  assessing  issues  as 
complicated  as  physician  payment  reform. 

AARP  approaches  this  issue  with  what  we  hope  is  not  a  novel 
premise  --  that  Medicare  exists  to  assure  financial  access  to 
health  care  for  the  33  million  elderly  and  disabled  individuals 
insured  under  the  program.  Medicare  has  brought  to  its 
beneficiaries  access  to  care  generally  comparable  to  the  rest  of 
the  population  and  provided  financial  protection  for  the  cost  of 
covered  services.  But  rapidly  rising  costs  are  eroding  that 
protection . 

For  me  and  for  33  million  other  Americans  --  and  for  the 
rest  of  the  population  as  they  age  —  Medicare  is  not  a  technical 
policy  issue  —  it  is  our  health  insurance  plan.  It  was  enacted 
because  the  nation  recognized  that  a  Federal  social  insurance 
program  —  Medicare  —  was  appropriate  and  necessary  to  support 
health  benefits  coverage  for  the  aged  and  disabled,  with  Medicaid 
providing  means  tested  coverage  for  the  poor.  The  reason  was,  and 
remains,  that  the  traditional  vehicles  for  support  of  health 
benefits  are  less  available  to  the  elderly.  For  example,  federal 
tax  incentives  provide  substantial  governmental  support  for  the 
many  younger,  working  individuals  in  employer-based  group  health 
insurance  --  at  a  cost  estimated  at  about  $30  billion  in  tax 
expenditures  in  FY  1990.  That  support  and  numerous  other 
advantages  of  group  health  benefits  are  less  available  to  elderly 
persons . 
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Problems  with  Existing  Payment  System 

AARP  believes  that  there  are  five  fundamental  problems  with 
the  existing  payment  system  that  must  be  addressed: 

o  The  payment  system  has  been  inherently  inflationary 
since  its  inception  in  that  payment  levels  rise  with 
the  increase  in  billed  charges  (subject  to  some 
constraints) ; 

o  The  f ee-f o r -se r v ice  methodology  encourages  the 
provision  of  an  increasing  volume  of  visits  and  tests; 

o  The  payment  methodology  reflects  —  and  contributes  to 
—  numerous  distortions  in  the  medical  care  market  -- 
often  based  on  the  charging  patterns  existing  in  the 
early  1970s.  These  distortions  account  for 
unjustifiable  differences  in  fees  among  different  types 
of  services,  and  among  different  locations. 

o  The  system  does  not  provide  adequate  financial 
protection  to  beneficiaries  against  charges  over  and 
above  what  Medicare  determines  to  be  reasonable; 
despite  recent  improvements  in  this  regard,  physicians 
still  have  the  option  to  extra-bill  the  beneficiary 
after  Medicare  has  decided  on  the  charge  which  it 
determines  to  be  reasonable. 

o  Finally,  the  system  is  enormously  complicated  for 
beneficiaries,  physicians,  and  the  government  to 
understand  and  to  deal  with.  Could  any  member  of  the 
Subcommittee  give  a  complete  description  of  the 
determination  of  the  reasonable  charge,  the  PAR/non-PAR 
program,  assignment,  computation  of  the  MAAC  limits, 
and  procedures  for  filing  bills  and  getting  them  paid? 
Yet  every  day,  beneficiaries  and  physicians  have  to  try 
to  wend  their  way  through  that  very  system. 

Re_c_e_at  Actiaaa^  and  fie.ne_iLic_ia.jLy.  Xnte.j_.e.£.t  in  £c_ni_j_.£>iiin_3. 
Expenditure  Growth 

Over  the  past  few  years,  the  Congress  has  addressed  a  number 
of  these  issues.  The  creation  of  the  Physician  Payment  Review 
Commission  was  an  effort  to  begin  working  toward  long-range 
reform  of  the  system.  In  addition,  shorter-term  legislative 
actions  have  been  taken  as  well.  Congress  has  imposed  a  number 
of  constraints  on  physician  payments  --  and  has.  a_lw_a_ys_ 
accompanied  those  constraints  w_ii.li  beneficiary  protections. 
Those  protections  are  particularly  important  because  they  help 
assure  that  the  federal  savings  in  payments  for  physicians' 
services  are  not  shifted  to  the  beneficiary  in  the  form  of 
increased  extra-billing.  The  participating  physician  (PAR) 
program  and  the  maximum  allowable  actual  charge  (MAAC)  limits 
have  helped  to  increase  the  assignment  rate.  Equally  important, 
they  provide  a  framework  that,  with  enhancements,  can  help 
protect  the  beneficiary  from  having  payment  reductions  passed  on 
to  us  under  any  future  payment  reforms.  Let  me  state  clearly 
that  in  any  further  reform  of  the  system,  beneficiaries  should 
share  in  any  savings  achieved. 

The  PPRC's  March,  1988  report  provides  a  useful  graph,  which 
I  have  attached  to  my  testimony,  which  highlights  the  fact  that 
the  beneficiary  protection  initiatives  (PARs  and  MAACs)  have 
slowed  the  growth  in  extra-billings  —  which  until  recently  had 
been  the  fastest  growing  portion  of  out-of-pocket  payments  by 
beneficiaries  under  Part  B.  Given  continuing  and  enhanced 
financial  protections  against  extra-billings,  the  most  serious 
financial  problem  that  beneficiaries  now  face  in  Part  B  of 
Medicare  is  that  overal  1  spending  continues  to  grow  too  fast. 
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This  is  an  important  issue  for  beneficiaries  because  we  share 
substantially  in  the  cost  of  that  spending  growth  through  Part  B 
premiums,   deductibles,  coinsurance,   and  taxes. 

For  example,  annual  Part  B  premiums  have  increased  91 
percent  since  1984  —  from  $175.20  to  $334.80,  exclusive  of  the 
monthly  catastrophic  coverage  premiun  that  all  Part  B  enrollees 
will  pay. 

AARP  believes  that  any  physician  payment  reform,  assuming 
protections  against  extra-billing,  must  be  more  than  simply 
adjusting  payment  levels  to  create  greater  equity  among 
physicians.  Reform  must  also  address  rapid  expenditure  growth 
under  Part  B  of  Medicare.  In  fiscal  year  1988,  beneficiaries 
paid  $1.8  billion  for  the  Part  B  deductible,  and  $7.14  billion  in 
coinsurance.  As  a  beneficiary  who  pays  for  a  substantial  portion 
of  Part  B  payments  through  my  premium,  deductibles,  coinsurance, 
and  taxes,  I  want  to  be  sure  that  overall  spending  controls  are 
included . 

Further,  as  the  Subcommittee  is  only  too  well  aware,  the 
pressures  to  achieve  savings  in  Medicare  will  continue  into  the 
forseeable  future.  Whatever  new  system  you  devise  must  not  only 
provide  a  far  more  rational  system,  but  also  be  able  to 
accomodate  future  federal  budget  pressures  without  harming  the 
integrity  of  the  program. 


AARP  Views  on  Payment  Reform 

As  I  noted  earlier,  AARP  continues  to  support  reform  in 
Medicare's  physician  payment  methods  in  order  to  enhance  the 
ability  of  Medicare  to  provide  financial  access  to  health 
se  r  v  i  ce  s ,  and  financial  protection  for  beneficiaries  for  the  cost 
of  those  services.  The  initial  phase  of  the  debate  on  physician 
payment  reform  has  focused  on  adjusting  payment  levels  among 
types  of  physicians'  services  and  the  geographic  areas  in  which 
those  services  are  provided.  That  is,  of  course,  an  important 
policy  and  technical  issue,  and  one  of  great  interest  to  the 
various  segments  of  the  physician  community.  The  debate  on  how 
best  to  implement  Medicare's  fundamental  purpose  --  the 
protection  of  beneficiaries  and  the  assurance  of  continued  access 
to  affordable  care  —  has  just  begun. 

EY_s_  Revisions,  Practice  Costs,  iM  Geographic  Multipliers 

A  great  deal  of  work  has  been  done  by  PPRC  and  others  to 
quantify,  assess,  and  revise  payment  schedules  for  physician 
services.  The  original  Resource  Based  Relative  Value  Schedule 
(RBRVS)  developed  at  Harvard  has  been  subject  to  a  great  deal  of 
debate,  and  the  PPRC  has  developed  substantial  modifications  in 
the  Harvard  methodology.  These  include  revisions  in  the  method  of 
determining  overhead  and  practice  costs,  elimination  of  specialty 
differentials,  and  the  use  of  global  fees. 

AARP  concurs  with  PPRC's  recommendation  that  a  practice  cost 
index  reflect  only  overhead  costs.  We  are  concerned,  however, 
that  the  potential  impact  of  a  geographic  multiplier  on 
beneficiaries'  cost-sharing  has  not  been  carefully  analyzed.  In 
principal,  since  Medicare  is  a  national  health  insurance  program, 
beneficiaries  should  be  provided  equal  financial  protections  and 
burdens  for  similar  services  wherever  they  reside.  The  precise 
means  by  which  legitimate  variations  in  cost  should  be  included 
requires  further  work.  It  is  reasonable  to  assume  that  some  type 
of  geographic  adjustment  is  necessary  to  account  for  differences 
in  costs  such  as  rent  and  labor. 

While  the  impact  of  some  of  these  changes  remains  unclear, 
the  Commission's  continuing  efforts  and  future  plans  to  revise 
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the  fee  schedule  methodology  will  be  important  if  the  Congress 
chooses  to  make  use  of  the  RBRVS  approach  in  enacting  physician 
payment  reform. 

Impact  on  Beneficiaries 

While  most  of  the  debate  and  technical  revisions  have 
centered  on  issues  concerning  the  physician  community,  AARP 
believes  that  it  is  equally  important  to  recognize  and  assess  the 
beneficiary  impact  of  the  relative  value  scale  as  well  as  other 
reform  possibilities  before  you  proceed. 

The  beneficiary  impact  of  revising  the  fee  schedule  arises 
because  a  fee  schedule  changes  the  payment  rates,  and  therefore 
the  coinsurance  rates.  Thus,  when  you  hear  about  payments  for 
certain  procedures  or  services,  or  in  certain  areas,  being  raised 
or  lowered  by  10  percent  or  20  percent,  you  should  recognize  that 
you  are  making  similar  changes  in  coinsurance. 

This  concern  about  the  coinsurance  effects  of  fee  schedule 
changes  may  appear  to  be  self-evident,  but  it  must  be  assessed 
carefully,  because  the  payment  changes  create  provider  and 
beneficiary  incentives  which  conflict.  If  you  raise  the  amount  I 
have  to  pay  in  coinsurance  for  primary  care  services,  making 
those  services  more  costly  for  me  to  receive,  you  tend  to  impose 
an  increased  financial  barrier  to  my  seeking  care.  Yet  a  major 
thrust  of  the  RBRVS  seems  to  be  to  encourage  the  provision  of 
that  same  primary  care  service  by  increasing  the  provider's 
payment  for  primary  care.  The  physician  may  be  more  likely  to 
provide  the  service,  but  the  patient  is  exposed  to  a  greater 
financial  barrier  to  that  same  service,  which  may  make  them  less 
likely  to  seek  the  care.  This  is  an  important  issue  since 
primary  care  is  typically  the  entry  point  to  the  medical  system. 
This  could  impose  the  greatest  problems  for  chronically  ill 
persons  who  need  frequent  physician  visits.  Comparable 
problems  arise  as  payments  increase  and  decrease  in  specific 
geographic  areas.  For  example,  if  payments  in  certain  rural 
areas  are  increased,  as  they  would  be  under  the  PPRC  approach, 
coinsurance  for  individuals  in  those  areas  increases  as  well, 
again  creating  potentially  conflicting  physician  and  patient 
responses . 

Extra-billing  and  assignment  implications  also  need  to  be 
understood  and  assessed  carefully.  Increases  in  payment  rates 
may  make  it  less  likely  in  the  short-term  that  some  physicians 
would  extra-bill,  while  decreases  would  appear  to  make  it  more 
likely  that  others  would  extra  bill.  Thus,  these  effects  could 
offset  some  of  the  coinsurance  effects,  but  it  is  not  at  all 
certain.  For  the  elderly  beneficiary  whose  coinsurance  for  a 
service  is  definitely  increasing,  a  potential  decrease  in  extra- 
billing  is  small  solace.  AARP  believes  that  specific  constraints 
on  extra-billing  must  be  included  to  make  sure  that  beneficiaries 
benefit  through  reduced  extra-billing  when  payment  rates  (and 
coinsurance)  increase,  and  do  not  have  fee  reductions  shifted  to 
them  in  the  form  of  increased  extra-billings. 

In  our  testimony  to  the  PPRC  and  our  discussions  with  them, 
AARP  has  asked  that  the  Commission  develop  beneficiary  analyses 
as  part  of  their  review,  for  two  reasons.  First,  we  want  to  be 
sure  that  the  Commission  itself  assesses  beneficiary  impact  as 
part  of  its  deliberations,  much  as  it  must  of  necessity  consider 
the  impact  of  various  proposals  on  various  specialties  of 
physicians.  Second,  the  beneficiary  analyses  can  provide 
information  for  the  Congress  and  others  that  is  useful  in  making 
assessments  and  decisions  about  payment  reform. 
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Beneficiary  Simulation 

The  PPRC  has  developed  a  beneficiary  simulation  which  will 
be  included  in  their  report  to  the  Congress. 

At  this  point,  AARP  appreciates  the  fact  that  the  PPRC  has 
made  progress  in  assessing  the  beneficiary  impact,  but  much  of 
the  analysis  remains  at  relatively  large  "aggregate"  levels.  We 
need  to  look  more  precisely  at  the  impact  of  specific  payment 
changes  on  beneficiaries.  Patients  do  not  visit  a  physician  in 
the  "aggregate."  I  encounter  specific  medical  problems  and  need 
to  see  specific  doctors.  What  will  be  the  impact  on  me  and  my 
neighbors,  whose  need  for  care  may  be  quite  different?  For 
example,  how  will  coinsurance  and  extra-billing,  change  for  an  80 
year  old  woman  living  in  a  rural  area  who  needs  primary  care 
services?  What  about  a  beneficiary  living  in  an  urban  area,  who 
requires  surgical  services? 

Host  of  the  PPRC  models  assume  no  change  in  billing  or 
participation,  assignment,  volume  and  access.  However,  much  of 
the  underlying  rationale  for  developing  a  revised  payment  system 
appears  to  be  based  on  the  assumption  --  and  goal  —  that  we  want 
to  change  some  of  these  behaviors.  The  change  in  payments  now 
envisioned  would  appear  to  be  based  on  an  implicit  assumption 
that  fee  increases  will  increase  use  and  access  to  evaluation  and 
management  services,  and  to  services  in  certain  geographic  areas, 
such  as  rural  areas. 

While,  qr  average,  beneficiaries  will  fare  as  well  under  the 
proposal  as  they  do  today,  the  reality  is  that  some  will  do 
better  and  some  worse,  and  AARP  has  recently  asked  the  Commission 
to  assess  more  precisely  these  effects.  How  many  would  be  better 
off,  and  how  many  worse  off?  What  are  the  characteristics  of 
the  "winners"  and  "losers"  —  for  example,  beneficiaries  who  are 
subject  to  higher  or  lower  coinsurance  as  a  result  of  the  payment 
schedule  changes,  or  beneficiaries  whose  access  might  be  changed? 

The  Commission,  AARP,  and  the  Congress  need  to  understand 
the  characteristics  of  those  beneficiaries  who  will  see  their 
cost-sharing  increase  or  decrease  because  of  reform  proposals, 
and  determine  if  provisions  should  be  incorporated  into  the  plan 
to  minimize  those  effects.  We  urge  the  Subcommittee  not  to  act 
until  the  Congress  has  a  clear  understanding  of  the  implications 
for  beneficiaries  most  affected  by  the  plan.  Further,  we  urge 
the  Congress  to  implement  any  reform  on  a  gradual,  phased  basis 
over  a  period  of  up  to  5  years,  in  order  to  minimize  abrupt 
changes  in  payments  for  either  beneficiaries  or  providers. 

Revised  fee  schedules  such  as  those  developed  by  the  PPRC 
have  unknown  but  vitally  important  implications  for  the  volume  of 
services  provided  by  physicians,  beneficiary  access  to  specific 
types  of  services  in  specific  geographic  areas,  and  quality. 
Like  extra-billing,  the  potential  implications  and  physician 
responses  are  the  subject  of  much  speculation,  but  difficult  to 
test  empirically. 

While  it  may  not  be  important  that  we  agree  on  simulation 
models  which  project  what  might  happen  in  areas  such  as  volume, 
access,  and  even  extra  billing,  the  policy  process  should  be  able 
to  identify  what  we  w.a_at  to  have  happen  --  for  those  are 
presumably  among  the  reasons  that  the  payment  rates  are  being 
changed.  It  would  appear  to  us  to  be  valuable  to  state 
explicitly  certain  goals  in  these  areas  --  such  as  goals  for 
increased  volume  and  access  for  certain  services,  and  in  certain 
areas,  and  increased  assignment  rates  or  decreased  extra  billing 
amounts.  No  new  system  can  guarantee  achievement  of  all  its 
goals  immediately.  Monitoring  will  be  necessary  to  determine  if 
the  goals  and    assumptions  on  which  the  new  system  is  based  are 
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in  fact  being  met,  and,  if  not,  what  further  policy  changes  might 
be  necessary. 

We  were  pleased  to  see  that  the  PPRC  included  a  monitoring 
strategy  in  their  recommendations.  We  urge  the  Congress  to 
include  and  appropriately  fund  such  a  monitoring  initiative  as 
part  of  any  payment  reform  that  you  develop.  And,  we  ask  that 
you  go  even  farther,  and  set  and  define  explicitly  the  goals  and 
assumptions  about  volume,  access  and  use,  and  beneficiary 
financial  protection  on  which  you  are  basing  the  revised  system, 
and  then  use  the  monitoring  system  to  assess  whether  those  goals 
are  being  met. 


Beneficiary  Financial  Protections 

AARP  believes  strongly  that  one  objective  of  physician 
payment  reform  should  be  the  creation  of  fair  and  rational  fees. 
Once  fair  fees  are  achieved,  extra-billing  should  no  longer  be 
permitted.  AARP  views  balance  billing  limits  and  the 
continuation  of  the  Participating  Physician  (PAR)  program  as 
transition  steps  to  mandatory  assignment. 

The  PPRC  recommendations  include  some  steps  to  provide 
financial  protection  for  beneficiaries  from  the  cost  of  extra- 
billing.  AARP  is  generally  supportive  of  the  PPRC 
recommendations  to  set  some  upper  limit  on  the  amount  of  extra- 
billing  on  unassigned  claims,  so  long  as  those  limits  enhance  the 
financial  protection  afforded  by  the  current  MAAC  limits.  In 
addition,  the  AARP  supports  the  PPRC  recommendation  to  maintain 
the  PAR  program. 


Qualified  Medicare  Beneficiaries 

We  are  very  concerned  about  the  PPRC  recommendation  for 
limiting  mandatory  assignment  for  "Qualified  Medicare 
Beneficiaries"  (QMBs).  These  are  individuals  with  income  below 
the  federal  poverty  level  identified  under  the  recently  enacted 
Medicare  catastrophic  coverage  act.  State  Medicaid  programs  have 
to  "buy"  such  individuals  into  Medicare  coverage  by  paying  their 
premiums,  deductibles,  and  copayments,  but  do  not  have  to  provide 
Medicaid  coverage  for  them. 

As  you  know,  Mr.  Chairman,  AARP  has  long  opposed  any  effort 
to  means-  or  income-test  benefits  under  the  Medicare  program. 
Medicare  has  achieved  a  quarter  century  of  success  as  a  social 
insurance  program  for  the  elderly  and  disabled,  with  Medicaid  the 
appropriate  vehicle  for  means-tested  health  benefits. 

AARP  believes  that  any  effort  to  means-test  Medicare 
benefits  would  lead  to  the  undermining  of  the  social  insurance 
foundation  on  which  the  program  is  built.  Administratively, 
means-testing  would  be  a  nightmare,  if  not  impossible.  It  is  our 
understanding  that  when  the  Congress  provided  for  the  Medicare 
buy-in  for  the  qualified  Medicare  beneficiaries,  you  did  not 
consider  them  as  eligible  for  Medicaid  benefits,  but  rather  as 
Medicare  beneficiaries..  AARP  would  certainly  support 
enhancements  to  Medicaid,  but  opposes  any  move  to  open  the  door 
to  means  testing  benefits  under  Medicare. 


Assignment  when  the.  beneficiary  has.  no,  choice  oL  providers 

Another  assignment  proposal  by  the  Commission  appears  to  be 
more  promising.  PPRC  has  proposed  mandatory  assignment  for 
services  for  which  the  beneficiary  has  no  choice  of  provider. 
While  the  specifics  of  such  a  proposal  need  to  be  developed,  it 
is   a   concept   that   AARP  would   be   able   to   endorse.      We  would 
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include  hospit a  1 -based  physicians'  services,  as  well  as  other 
situations  in  which  there  is  no  choice  of  practitioner. 


Claims  Forms 

Finally,  we  were  very  pleased  to  see  that  the  PPRC  included 
a  recommendation  that  physicians  submit  claims  for  all 
beneficiaries  directly  to  Medicare,  which  would  greatly 
facilitate  the  administrative  process  for  beneficiaries.  We 
believe  physicians  should  not  be  permitted  to  charge  for  filing 
claim  forms,  and  that  these  PPRC  recommendations  are  necessary 
steps  for  streamlining  the  program  for  beneficiaries. 

It  is  important  to  note  again  that  we  believe  that  all  of 
these  beneficiary  protection  initiatives  should  be  viewed  in  the 
context  of  our  longer  range  goals  in  this  area. 

Volume  Issues 

AARP  recognizes  that  a  fee  schedule  alone  will  not  address 
the  continuing  increases  we  see  in  the  volume  of  Part  B  services. 
As  I  noted  earlier,  little  is  known  about  the  impact  of  a  revised 
fee  schedule  on  volume. 

Practice,  guidelines 

One  constructive  step  to  address  volume  issues  was  outlined 
by  the  PPRC  in  their  recommendation  for  enhanced  research  on 
medical  outcomes  and  development  and  dissemination  of  practice 
guidelines.  Such  an  approach  can  help  assure  that  physician 
payment  reform  leads  to  longer-term  redirection  of  medical 
services  to  the  more  effective  modes  of  treatment.  We  support 
enhanced  investments  in  these  efforts  as  a  means  of  stimulating 
the  longer-range  reforms  desired. 


Expenditure  Targets 

A  second  approach  to  dealing  with  volume  is  through 
expenditure  targets,  and  the  PPRC  has  recommended  moving  to  a 
national  target  based  on  volume  of  services  per  beneficiary. 

While  the  framework  of  PPRC's  proposal  may  be  supportable 
and  is  certainly  a  more  useful  approach  than  other  options 
studied  by  the  commission,  AARP  has  several  fundamental  questions 
about  the  implementation  and  impact  of  targets  on  our  overall 
health  care  system. 

o  First,  numerous  questions  arise  about  implementation  of 
the  concept.  How  are  the  targets  computed,  set, 
enforced,  and  responded  to  by  the  physician  community? 
How  would  physicians  in  a  community  or  a  specialty 
assess  their  progress  toward  a  volume  target?  What 
decisions  might  they  make  if  volume  is  too  high,  or  too 
low,  compared  with  the  target?  How  do  they  arrive  at 
these  decisions?  Equally  important,  how  does  the 
individual  physician  respond?  How  do  targeted  volume 
reductions  apply  to  an  individual  physician  providing 
services  to  an  individual  patient? 

o  Second,  it  is  vitally  important  to  understand  the 
implications  of  any  reductions  in  access  to  services 
which  might  arise  in  response  to  a  target.  Volume 
reductions  mean  that  visits,  procedures,  or  tests  are 
not  performed.  What  specific  services,  in  what  areas, 
and  for  which  patients,  are  reduced  to  meet  a  target? 
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o  Third,  what  role  will  beneficiaries  have  in  the 
setting,  implementation,  and  response  to  a  target. 
From  the  beneficiary  perspective,  if  Medicare  spending 
in  my  community  is  subject  to  some  limits,  I  want  to  be 
represented  in  decisions  about  how  the  community  will 
respond  to  those  limits.  Even  with  the  best  of 
intentions,  the  way  the  government  and  physician 
community  may  wish  to  respond  to  the  targets  may  not  be 
in  the  beneficiaries  short-  or  long-term  interests. 

o  Fourth,  what  will  be  the  impact  of  expenditure  targets 
on  the  overall  health  care  system.  Other  countries 
which  have  such  targets  have  national  health  insurance 
systems,  while  in  this  country  we  have  multiple 
purchasers  of  care.  How  would  Medicare  expenditure 
targets  effect  the  cost  and  access  to  care  of  the 
Medicare  population  and  non-Medicare  population?  Would 
savings  be  shifted  to  the  non-Medicare  population, 
raising  the  price  of  their  care?  Such  cost  shifts 
would  raise  the  cost  of  employee  health  benefits.  As 
this  Committee  knows,  the  tax  treatment  of  such  benefit 
costs  means  that  the  cost-shift  would  result  in 
increased  tax  expenditures  for  such  benefits. 

In  the  area  of  expenditure  targets,  as  well  as  other 
elements  of  any  reform  plan,  substantial  transition  periods  as 
long  as  5  years  may  be  required  to  provide  for  informed 
implementation  and  to  avoid  abrubt  changes. 


American  College  oL  Surgeons  Plan 

In  addition  to  the  PPRC  proposal  and  variants  of  a  resource 
based  relative  value  scale,  the  Subcommittee  is  reviewing  an 
alternative  proposal  which  has  been  suggested  by  the  American 
College  of  Surgeons  (ACS).  While  AARP  appreciates  that  fact  that 
ACS  has  recognized  the  need  for  some  moderation  in  the  rate  of 
increase  in  Medicare  spending  for  physician  services,  we  have  a 
number  of  concerns  with  their  plan. 

AARP  believes  that  any  physician  payment  reform  proposal 
should  address  all  physician  services  --  not  be  limited  to 
specific  specialties.  Reform  may  apply  different  rules  and 
standards  to  different  services,  but  should  be  comprehensive  in 
its  approach.  Thus,  whether  you  decide  on  the  PPRC  proposal, 
the  ACS  approach,  or  some  option  to  be  developed,  we  urge  you  to 
apply  payment  reforms  to  all  physicians  services. 

To  address  some  of  the  specifics  of  the  ACS  proposal,  AARP 
must  first  state  our  firm  opposition  to  the  ACS  proposal  to 
means-test  assignment  policy.  As  I  noted  earlier,  AARP  would 
support  Medicaid  expansions  as  the  appropriate  means  for 
enhancing  benefits  for  the  low-income  elderly  and  disabled,  but 
will  adamantly  oppose  any  effort  to  means-test  Medicare  benefits, 
because  means-testing  undermines  the  foundation  of  social 
insurance  on  which  the  Medicare  progam  and  Social  Security 
Security  are  based. 

The  second  assignment-related  provision  in  the  ACS  proposal 
is  mandatory  assignment  for  surgical  services  when  the 
beneficiary  has  no  choice  of  providers.  AARP  regards  this  as  a 
more  promising  initiative  once  the  specifics  are  developed.  In 
addition,  we  appreciate  the  fact  that  the  surgical  community  is 
not  advocating  the  concept  of  an  "indemnity"  fee  schedule  which 
is  traditionally  advocated  by  the  physician  community.  As  you 
know,  Mr.  Chairman,  an  "indemnity"  schedule  is  the  technical 
description  used  by  the  physician  community  to  describe  a  fee 
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schedule  under  which  Medicare  sets  the  fees  but  the  physician  is 
free  to  extra-bill  the  beneficiary  whatever  he  or  she  can  get 
away  with. 

AARP  is  also  unsure  about  the  effect  of  the  ACS  proposal  to 
blend  "demand"  side  factors  with  resource  price  factors  in 
determining  the  relative  value  schedule.  It  is  unclear  to  us  how 
those  factors  would  be  defined  and  quantified. 

Finally,  we  view  the  ACS  volume  initiatives  in  much  the  same 
way  that  we  discussed  for  the  PPRC  proposal.  We  support  the  idea 
of  developing  practice  guidelines,  but  are  unsure  how  expenditure 
targets  would  be  implemented.  The  ACS  expenditure  target 
proposal  does,  however,  raise  two  policy  issues  that  the 
Congress  needs  to  consider  carefully.  First,  if  expenditure 
targets  are  to  move  beyond  the  national  level,  is  it  most 
appropriate  to  establish  them  at  the  specialty  level  (as 
suggested  by  ACS)  or  at  a  geographic  level  (as  suggested  by 
PPRC)?  Second,  if  expenditure  targets  are  to  be  established,  is 
the  type  of  phasing  schedule  advocated  by  ACS  appropriate,  with 
development  of  data  and  targets  first,  and  the  targets  phased 
into  the  payment  system  in  later  years? 


Conclusion 

AARP  continues  to  support  the  goals  of  physician  payment 
reform,  and  ask  you  to  consider  seven  key  points  as  you  develop 
your  proposals. 

First,  we  begin  with  the  premise  that  the  purpose  of 
Medicare  is  to  provide  beneficiaries  financial  protection  for 
access  to  needed  health  services.  Payments  to  physicians  are  a 
means  for  achieving  that  objective.  The  Congress  must  evaluate 
its  proposals  against  that  objective. 

Second,  any  change  in  payment  rates  such  as  those  arising 
from  an  RBRVS,  even  if  budget  neutral  in  the  aggregate,  means 
that  some  beneficiaries  would  pay  more  in  coinsurance  for  some 
important  services  or  in  some  places  --  generally  the  very 
services  an  RBRVS  proposes  to  encourage  —  and  less  for  others. 
The  Congress  cannot  ignore  the  fact  that  while  a  payment  reform 
proposal  may  be  budget  neutral  in  the  aggregate  it  will  not 
likely  be  budget  neutral  for  the  individual  beneficiary.  Further 
information  on  the  distribution  and  characteristics  of  the 
"winners"  and  "losers"  is  essential  before  action  is  taken. 

Third,  AARP  recognizes  volume  as  a  key  issue.  However,  no 
clear  cut  solution  appears  on  the  horizon.  The  Association 
believes  it  is  necessary  to  pursue  continuing  research  and 
development  of  practice  guidelines.  These  guidelines,  once 
established,  should  be  incorporated  into  the  payment  system 
before  expenditure  targets  are  considered  further.  PPRC 
proposals  for  a  national  expenditure  target  requires  greater 
elaboration  but  holds  promise. 

Fourth,  monitoring  volume,  access  to  care  and  impact  on 
beneficiaries  is  crucial  to  any  reformed  system,  and  might  best 
be  preceeded  by  explicit  statements  of  Congressional  goals  in 
these  areas.  This  information  will  be  vital  to  see  if  the  system 
achives  the  results  intended,  and  to  provide  information  that 
would  be  useful  to  refine  the  payment  system  over  time. 

Fifth,  any  changes  in  the  payment  system  should  be 
implemented  in  phases  over  a  transition  period  of  five  or  more 
years.  That  is  important  to  minimize  problems  arising  from  sharp 
changes  in  beneficiary  payments  and  providers  fees.  In  addition, 
it  would  provide  time  to  evaluate  the  impact  of  the  initial 
changes  and  refine  the  system  as  we  proceed. 
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Sixth,  the  major  out-of-pocket  spending  increases  by 
beneficiaries  now  arise  from  the  beneficiaries'  significant 
contribution  for  deductibles,  coinsurance,  and  premiums  -- 
increases  which  stem  directly  from  the  escalating  cost  of  Part  B 
of  Medicare.  Assuming  continuing  and  enhanced  protections  from 
extra  billing  we  would  want  payment  reform  to  provide  a  vehicle 
for  reduction  in  the  rate  of  increase  in  both  government  and 
beneficiary  spending. 

Finally  we  would  urge  the  Congress  to  maintain  the  policy  of 
assuring  that  payment  changes  be  accompanied  by  beneficiary 
financial  protection  from  extra  billings.  This  includes 
mandatory  assignment  once  fair  fees  are  achieved  through  reform. 

AARP  thanks  the  Subcommittee  for  this  opportunity  to  appear 
today  to  discuss  this  important  issue,  and  I  would  be  pleased  to 
answer  any  questions  that  you  may  have. 
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Mr.  Donnelly.  Thank  you  very  much. 
Mr.  Levin. 

Mr.  Levin.  We  welcome  your  testimony.  I  just  wanted  to  make  a 
comment  on  the  expenditure  targets.  We  discussed  this  earlier.  I 
think  most,  if  not  all,  of  us  share  your  caution,  but  we  should  re- 
member that  under  the  present  system  as  we  discussed  earlier,  we 
have  a  form  of  them  right  now.  We  may  do  it  after  the  fact,  and 
then  this  committee  is  charged  with  finding  $2,  $3,  $4  billion,  in  a 
sense  because  the  money  has  been  spent  already.  So  while  you  are 
very  cautious,  I  hope  that  your  very  large  and  important  organiza- 
tion will  not  be  too  cautious. 

We  need  to  find  a  system  that  has  more  rationality  than  the 
present  one  of  scrambling  around  trying  to  find  $2,  $3,  $4  billion. 
And  if  expenditure  cuts  have  their  problems — and  they  surely  have 
their  questions — I  think  we  will  welcome  your  thoughts  about  what 
else  we  do. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Donnelly.  Mr.  Moody. 

Mr.  Moody.  Thank  you. 

You  said  in  passing  that  you  do  not  support  the  return  to  what 
used  to  be  standard  policy  of  having  the  beneficiaries  pay  one-quar- 
ter of  the  cost  under  part  B.  Who  do  you  recommend  pay  it?  Since 
someone  else  already  pays  three-quarters,  who  do  you  recommend 
pay  that  final  quarter? 

Mr.  Delay.  We  feel  that  it  is  unjust  to  ask  somebody  to  pay 
something  that  he  has  no  control  over. 

Mr.  Moody.  Well,  then,  who  does  have  control  over  it? 

Mr.  Delay.  Well,  we  are  hoping  that  the  action  of  this  committee 
and  Congress  will  find  means  of  decreasing  the  rate  of  increase  so 
that  it  will  not  go  up  at  three  or  four  times  the  cost  of  living,  as  it 
has  in  the  past. 

Mr.  Moody.  So  are  we  all  hoping  that.  Our  efforts,  hopefully,  will 
bear  fruit.  But  insofar  as  whatever  those  costs  end  up  being  after 
we  have  worked  our  will,  hopefully  to  bring  them  under  control,  in 
the  end  there  will  be  some  increases  in  cost.  There  is  no  way  to 
zero  them  out,  but  restraining  the  growth.  The  growth  having  been 
restrained,  is  it  not  only  fair  to  ask  the  beneficiaries  to  pay  one- 
quarter  of  that  rather  than  asking  others  in  the  society? 

Mr.  Delay.  I  think  that  we  would  hope  that  we  find  some  means 
of,  as  I  say,  reducing  the  rate  of  costs  so  that  it  is  reasonable  that 
the  beneficiary  does  not  continue  to  pay  a  very  sharply  increased 
amount.  It  is  my  understanding,  Mr.  Moody,  that  the  elderly  now 
pay  more  for  medical  care  than  they  did  before  Medicare  was  insti- 
tuted. And  this  is  the  problem  of  the  beneficiary  facing  an  ever-in- 
creasing cost. 

Mr.  Moody.  Right,  and  we  all  want  to  bring  it  down.  But  at  the 
end  of  the  day  when  the  costs  have  been  restrained  insofar  as  they 
can  be,  then  there  is  the  question  of  who  bears  what  portion  of 
what  has  to  be  paid. 

Any  dollar  we  take  out  of  general  revenues  for  health  care  that 
is  not  borne  by  that  beneficiary  is  a  dollar  less  that  we  have  to 
spend  on  other  forms  of  health  care.  And  as  you  know,  there  are 
crying  national  needs  of  the  uninsured.  We  are  the  only  industrial- 
ized society  that  does  not  cover  its  children.  And  every  dollar  you 
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insist  that  you  not  pay,  even  though  it  is  only  25  percent,  is  a 
dollar  we  are  not  going  to  have  for  other  very  urgent  health  needs. 

Now,  I  would  hope  the  AARP  would  not  take  the  point  of  view 
that  they  do  not  want  to  share  at  least  a  quarter  of  only  part  B. 
That  seems  to  me  a  very  selfish  point  of  view  if  it  is  sustained.  I 
just  do  not  see  it. 

We  are  all  working  to  keep  the  costs  down,  but  when  the  costs 
are  restrained,  whenever  they  are,  this  historic  norm  it  seems  to 
me  is  very  generous  towards  senior  citizens  for  three-quarters  of  a 
program  they  pay  nothing  into.  Part  B  was  not  part  of  their  with- 
holding when  they  were  working.  Three-quarters  is  a  very  gener- 
ous cost-sharing.  It  seems  to  me  that  we  should  not  try  to  change 
that.  I  think  that  would  set  up  a  reaction  in  the  rest  of  society  that 
would,  in  the  end,  be  harmful  to  senior  citizens. 

I  would  hope  you  would  reconsider  that  particular  part  of  your 
testimony. 

Mr.  Delay.  Thank  you. 

Mr.  Donnelly.  Mr.  Delay,  at  the  outset,  the  committee  wants  to 
thank  you  and  your  organization  for  the  strong  support  you  provid- 
ed last  year  when  we  were  drafting  the  catastrophic  legislation. 
Are  you  still  with  us? 

Mr.  Delay.  Yes. 

Mr.  Donnelly.  OK.  Hang  in  there,  Frank. 

I  have  two  questions,  one  on  the  whole  issue  of  balance  billing 
and  the  other  on  the  so-called  25  percent  rule.  If  I  heard  you  cor- 
rectly, what  you  are  saying  is  that  the  position  of  AARP  at  this 
point  in  time  is  that  you  favor,  as  a  transition,  this  prohibition  of 
billing  to  those  at  the  poverty  level  and  below,  but  you  would  like 
to  see  us  go  to  a  system  where  balance  billing  is  prohibited  totally. 
Is  that  correct? 

Mr.  Delay.  Eventually,  we  would  like  to  see  balance  billing 
eliminated,  yes.  We  would  like  to  see  mandatory  assignment  even- 
tually. 

Mr.  Donnelly.  But  at  this  point  in  time,  you  are  endorsing  the 
proposal  by  the  Commission? 
Mr.  Delay.  That  is  right. 

Mr.  Donnelly.  But  you  do  agree  with  me,  to  the  extent  that  if, 
in  fact,  we  do  create  a  system  of  reimbursement  that  adequately 
reimburses  physicians  for  services,  then  that  ought  to  be  it;  that,  in 
fact,  the  physicians  receive  a  fair  set  fee,  so  there  ought  not  to  be 
any  extra  fees  added  on  over  and  above  that,  which  would  mean 
the  adoption  of  some  sort  of  mandatory  assignment  and  an  end  to 
so-called  balance  billing? 

Mr.  Delay.  I  think  you  state  our  position  beautifully. 

[The  following  was  subsequently  received:] 

American  Association  of  Retired  Persons, 

Washington,  D.C.,  April  5,  1989. 

Hon.  Fortney  Stark, 

Chairman,  Ways  and  Means,  Subcommittee  on  Health,  U.S.  House  of  Representa- 
tives, Washington,  D.C. 
Dear  Mr.  Chairman:  This  letter  is  to  clarify  our  answer  in  response  to  a  question 
concerning  the  recommendations  of  the  Physician  Payment  Review  Commission  at 
the  subcommittee's  hearings  on  March  21. 
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Mr.  Donnelly  asked  Mr.  Delay  if  AARP  supported  all  of  the  Commission's  recom- 
mendations concerning  balance  billing,  including  eliminating  balance  billing  for 
Qualified  Medicare  Beneficiaries. 

Mr.  Delay  responded  that  the  Association  did  support  these  steps  as  transition 
steps  to  mandatory  assignment.  AARP  is  concerned  that  this  response  may  be  inter- 
preted to  mean  we  support  means-testing  as  a  transition  step.  The  Association  does 
not  support  means-testing.  Confusion  exists  because  some  have  interpreted  "QMB's" 
to  be  Medicaid  beneficiaries  and  others  interpret  this  class  to  be  Medicare  benefici- 
aries for  whom  Medicaid  pays  cost-sharing  requirements.  If  QMBs  are  Medicaid 
beneficiaries,  we  believe  all  classes  of  Medicaid  beneficiaries  should  receive  protec- 
tion from  balancing  billing. 

We  would  appreciate  this  clarification  being  inserted  into  the  hearing  record. 

Thank  you  for  your  consideration  of  this  matter. 
Sincerely, 

John  Rother, 
Director,  Legislation  Research  and  Public  Policy. 

Mr.  Donnelly.  Thank  you. 

In  regards  to  the  so-called  expiration  of  the  25  percent  rule,  I 
think  everybody  on  this  committee  that  has  dealt  with  the  whole 
issue  of  cost  containment  has  always  looked  on  organizations  such 
as  your  own,  and  others,  that  articulate  so  well  the  concerns  of  the 
Medicare  beneficiaries  as  allies  in  the  fight  to  contain  costs.  There 
has  been  some  concern  expressed  that  if  the  25  percent  cap  rule 
expires  or  is  eliminated,  then  because  the  members  that  you  repre- 
sent and  all  Medicare  beneficiaries  will  not  feel  the  brunt  of  in- 
creased cost  escalation,  that  we  will  lose  you  as  allies  in  this  fight 
to  create  a  system  that  has  some  rational  cost  containment  and 
some  rational  health  care  policies. 

Mr.  Delay.  That  is  right, 

Mr.  Donnelly.  We  are  concerned  about  losing  you  as  an  ally, 
Frank.  Are  you  staying  or  going? 

Mr.  Delay.  I  do  not  think  there  is  any  danger  of  that,  sir. 

Mr.  Donnelly.  There  is  no  danger  that  if  we  let  the  25  percent 
rule  expire  or  reduce  it  or  create  some  other  system,  that  we  will 
not  have  you  standing  shoulder  to  shoulder  with  us  in  trying  to  re- 
strain the  cost  of  the  Medicare  program? 

Mr.  Delay.  Not  at  all. 

Mr.  Donnelly.  Well,  thank  you.  Thank  you  very  much  for  your 
testimony. 

Our  next  witness  is  Dr.  W.  Gerald  Austen,  from  the  American 
College  of  Surgeons. 

STATEMENT  OF  W.  GERALD  AUSTEN,  M.D.,  CHAIRMAN,  PHYSI- 
CIAN REIMBURSEMENT  COMMITTEE,  AND  VICE-CHAIRMAN, 
BOARD  OF  REGENTS,  AMERICAN  COLLEGE  OF  SURGEONS,  AC- 
COMPANIED BY  PAUL  A.  EBERT,  M.D.,  DIRECTOR 

Dr.  Austen.  Mr.  Chairman,  the  American  College  of  Surgeons 
appreciates  the  opportunity  to  testify  before  you  this  morning. 

Mr.  Donnelly.  Dr.  Austen,  if  you  could,  would  you  please  identi- 
fy the  gentleman  sitting  to  your  right  for  the  record? 

Dr.  Austen.  Yes,  I  will.  I  am  Dr.  Gerald  Austen,  and  with  me  is 
Dr.  Paul  Ebert. 

Mr.  Donnelly.  Thank  you. 

Dr.  Austen.  The  college  and  representatives  of  the  major  surgi- 
cal specialty  societies  have  completed  a  thorough  reexamination  of 
many  of  the  payment  policy  concerns  that  this  committee  will  be 
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addressing.  We  wish  to  put  before  you  a  comprehensive  set  of  new 
proposals  for  dealing  with  a  number  of  major  payment  reform 
questions,  including  the  problem  of  expenditure  control. 

The  elements  of  our  plan  are  focused  principally  on  the  quality, 
volume,  and  cost  of  surgical  services  provided  to  Medicare  patients. 
Equally  important,  we  believe  that  new  Medicare  beneficiary  pro- 
tections should  be  added  to  the  program  during  implementation  of 
this  plan.  In  brief,  this  proposal  consists  of  the  following  four  com- 
plementary elements:  One,  a  plan  to  moderate  the  growth  in  Medi- 
care expenditures  through  surgical  services  by  addressing  the  issue 
of  volume  and  to  make  those  expenditures  more  predictable  for 
beneficiaries  and  the  Government;  two,  a  set  of  proposals  for  im- 
proving the  financial  protection  of  Medicare  patients  through 
changes  in  the  assignment  program;  three,  the  development  of  a 
new,  blended  Medicare  fee  schedule  for  surgical  services  that  re- 
flects both  improved  measurements  of  supply-side  or  resource  cost 
inputs,  and  important  demand  side  considerations;  and  four,  a 
timetable  for  phased  implementation  of  the  proposed  changes. 

At  the  heart  of  our  plan  is  a  public  commitment  from  the  Ameri- 
can College  of  Surgeons,  the  surgical  specialty  societies,  and  their 
more  than  85,000  members. 

The  volume  issue.  If  serious  steps  are  to  be  taken  to  moderate 
spending  for  physician  services  under  Medicare,  then  some  work- 
able approach  must  be  found  to  strike  a  better  balance  among  fee 
considerations,  increases  in  volume  and  intensity,  and  the  financial 
protections  afforded  beneficiaries  under  the  program. 

We  believe  that  physician  developed  standards  and  guidelines 
are  needed  to  make  reasonable  judgments  about  the  frequency, 
volume  and  effectiveness  of  both  procedural  and  nonprocedural 
physician  activities.  Ultimately,  if  guidelines  are  to  influence  the 
volume  of  services,  it  will  be  necessary  to  directly  link  payment 
policies  with  criteria  that  have  been  developed  by  the  profession 
concerning  the  appropriateness  and  the  effectiveness  of  medical 
and  surgical  treatments. 

In  most  major  hospitals  the  responsibility  for  quality  assurance 
and  volume  issues  is  assigned  to  specific  medical  departments  with 
the  experience  and  confidence  to  deal  with  these  issues  in  terms  of 
defined  categories  of  services.  This  is  one  reason  that  we  propose  to 
address  the  issue  of  increased  volume  of  services  exclusively  within 
the  scope  of  surgery,  and  we  are  prepared  to  develop  criteria  to  de- 
termine the  appropriateness  of  surgical  care. 

Another  reason  for  recommending  the  separate  treatment  of  sur- 
gery is  that  tools  are  more  readily  available  for  addressing  volume 
concerns  about  surgical  services  because  many  services  related  to  a 
surgical  procedure  are  already  bundled  and  paid  for  under  a  global 
fee  arrangement.  This  bundling  of  surgical  services  stands  in  con- 
trast with  the  current  itemization  of  diagnostic  procedures,  tests, 
and  nonsurgical  visit  services. 

We  believe  that  to  achieve  optimal  cooperation  from  a  physician 
group  an  incentive  approach  is  essential.  We  therefore  recommend 
surgery  specific  accountability  as  ascribed  in  our  proposal. 

We  also  suggest  that  the  Secretary  of  Health  and  Human  Serv- 
ices calculate  actual  program  expenditures  for  surgical  services  in 
a  base  year  in  order  to  determine  on  a  budget  neutral  basis  a  sur- 
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gery  specific  conversion  factor  that  would  be  applicable  to  Medi- 
care surgical  services  using  a  new  blended  fee  schedule.  For  1991 
and  each  year  thereafter,  the  conversion  factor  would  be  increased 
to  reflect  changes  in  the  cost  of  surgical  practice  and  changes  in 
the  general  earnings  level  of  other  comparable  professions. 

The  Secretary  would  be  required  to  determine  a  national  expend- 
iture target  for  surgical  services  subject  to  the  blended  surgical  fee 
schedule.  In  estimating  this  expenditure  target,  the  Secretary 
would  be  required  to  take  into  account  Medicare  population 
changes,  cost  changes,  and  estimated  changes  in  the  expected 
demand  for  and  volume  of  surgical  services  that  are  required  by 
Medicare  patients. 

Starting  in  1994,  if  the  Secretary  finds  that  the  estimated  ex- 
penditure targets  for  surgical  services  covered  under  the  plan 
would  yield  a  significantly  lower  conversion  factor  than  would 
result  from  the  process  used  to  update  the  blended  fee  schedule,  he 
would  be  required  to  submit  to  Congress  recommendations  for  ad- 
justing future  updates  in  scheduled  payment  amounts  applicable  in 
subsequent  years. 

Patient  protections.  As  part  of  our  plan,  we  are  prepared  to  sup- 
port an  expanded  assignment  program  for  surgical  services.  One  of 
these  changes  would  involve  the  establishment  by  Congress  of  a  na- 
tional income  level  below  which  the  new  Medicare  schedule  of  fees 
for  surgical  services  would  be  considered  as  payment  in  full. 

The  college  further  believes  that  Congress  should  consider  modi- 
fying the  assignment  rules  affecting  patients  who  have  no  opportu- 
nity to  exercise  their  choice  of  surgeons,  as  in  the  case  of  a  patient 
who  has  an  acute  illness  and  requires  emergency  surgical  services. 

Blended  fee  schedule  for  surgical  services.  The  College  has  major 
concerns  about  the  use  of  a  resource  base  approach  as  the  sole 
basis  for  establishing  the  value  of  services  in  a  Medicare  fee  sched- 
ule system.  We  believe  that  the  exclusive  reliance  on  input  costs 
simply  does  not  take  into  account  the  greater  diagnostic  and  thera- 
peutic value  of  specific  services  for  patients,  and  it  fails  to  consider 
other  factors  that  play  a  major  role  in  determining  the  value  of 
most  of  the  goods  and  services  that  are  purchased  in  our  society. 

We,  therefore,  recommend  a  relative  value  scale  based  on  a  com- 
posite of  supply  side  and  demand  side  values  using  equal  weighting 
of  both  sets  of  factors.  We  also  believe  the  Congress  should  consider 
legislation  authorizing  the  Secretary  to  establish  a  list  of  surgical 
services  now  provided  to  Medicare  patients  that  would  form  the 
basis  of  this  new  approach  to  payment.  Only  the  services  that  are 
typically  provided  by  physicians  with  the  necessary  surgical  train- 
ing to  perform  such  services  would  be  part  of  the  plan  we  have  in 
mind. 

In  conclusion,  Mr.  Chairman,  we  have  presented  the  elements  of 
a  comprehensive  plan  and  fully  intend  to  develop  our  proposals  in 
greater  detail.  We  look  forward  to  continue  working  with  the  com- 
mittee in  addressing  concerns  about  physician  payment  under  Med- 
icare. 

Thank  you. 

[The  statement  of  Dr.  Austen  follows:] 
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STATEMENT 
of  the 

AMERICAN  COLLEGE  OF  SURGEONS 
to  the 
Subcommittee  on  Health 
Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Presented  by 
W.  Gerald  Austen,  MD,  FACS 
RE:     Proposals  to  Modify  Medicare's  Physician  Payment  System 
March  21,  1989 

Mr.  Chairman  and  members  of  the  Committee,  I  am  W.  Gerald 
Austen,  MD,  FACS,  Vice-Chairman  of  the  American  College  of  Sur- 
geons' Board  of  Regents  and  Chairman  of  its  Physician  Reimburse- 
ment Committee.  Accompanying  me  is  Paul  A.  Ebert,  MD,  FACS,  who 
is  the  Director  of  the  College.  The  College  appreciates  once 
again  the  opportunity  to  present  its  view  on  Medicare  physician 
payment  issues. 

Mr.  Chairman,  the  College  and  representatives  of  the  major 
surgical  specialty  societies  have  completed  a  thorough  reexamina- 
tion and  assessment  of  many  of  the  payment  policy  concerns  that 
this  Committee  will  be  addressing.  We  wish  to  take  this  oppor- 
tunity to  put  before  you  a  comprehensive  set  of  new  proposals  for 
dealing  with  a  number  of  major  payment  reform  questions,  includ- 
ing the  problem  of  expenditure  control.  The  elements  of  our  plan 
are  focused  principally  on  the  quality,  volume,  and  cost  of  sur- 
gical services  provided  to  Medicare  patients,  although  we  believe 
that  features  of  the  plan  could  have  broader  application. 
Equally  important,  we  believe  that  new  Medicare  beneficiary 
protections  should  be  added  to  the  program  during  implementation 
of  this  plan. 

In  brief,  Mr.  Chairman,  this  plan  consists  of  the  following 
complementary  elements : 

1.  A  plan  to  moderate  the  growth  in  Medicare  outlays  for 
surgical  services  by  addressing  the  issue  of  volume  and  to 
make  those  expenditures  more  predictable  for  beneficiaries 
and  the  government; 

2.  A  set  of  proposals  for  improving  the  financial  protec- 
tion of  Medicare  patients  through  fundamental  changes  in  the 
assignment  program; 

3.  The  development  of  a  new,  blended  Medicare  fee  schedule 
for  surgical  services  that  reflects  both  improved  measure- 
ments of  supply-side,  or  resource  cost  inputs,  with  impor- 
tant demand-side  considerations,  including  the  efficacy  and 
relative  benefits  of  treatments  as  seen  by  both  physicians 
and  patients;  and 

4.  An  explicit  timetable  for  phased  implementation  of  the 
proposed  changes. 

Mr.  Chairman,  at  the  heart  of  our  new  comprehensive  plan  is 
a  public  commitment  from  the  American  College  of  Surgeons,  the 
surgical  specialty  societies,  and  their  more  than  85,000  members, 
to  work  directly  with  the  Congress — and  we  hope  with  the 
beneficiary  community — to  reach  an  agreement  on  a  broad  range  of 
physician  payment  goals  that  can  be  implemented  in  an  orderly 
manner . 

THE  VOLUME  ISSUE— PLAN  FOR  MODERATING  EXPENDITURE  GROWTH 

Mr.  Chairman,  if  serious  steps  are  to  be  taken  to  moderate 
spending  for  Medicare  services,  including  the  services  of  sur- 
geons, then  some  workable  approach  must  be  found  to  strike  a  bet- 
ter balance  among  fee  considerations,  increases  in  volume  and  in- 
tensity, and  the  financial  protections  afforded  beneficiaries  un- 
der the  program.  This,  it  seems  to  us,  is  far  more  important 
than  focusing  attention  almost  exclusively  on  how  payments  should 
be  distributed  among  different  categories  of  physicians. 
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If  we  are  going  to  be  realistic,  Congress  must  recognize 
that  spending  for  health  care  probably  will  continue  to  rise, 
even  if  all  hospital  and  physician  payments  were  to  be  frozen  at 
today's  price  levels.  After  all,  the  total  number  of  Medicare 
beneficiaries  is  increasing  every  year,  and  the  average  age  of 
the  older  population  in  this  country  also  is  rising,  so  that  the 
demand  for  medical  attention  from  the  elderly  can  only  be  ex- 
pected to  increase  as  well.  Moreover,  changing  medical  tech- 
nologies, better  diagnostic  techniques,  and  improvements  that 
enhance  the  quality  of  life  for  older  patients  also  contribute  to 
increased  Medicare  spending  for  health  services,  and  few  would 
suggest  that  the  aged — but  not  the  young — should  forgo  these 
benefits.  The  major  policy  problems  for  the  Congress,  as  we  see 
it,  are  to  determine  by  how  much  spending  growth  can  be  moderated 
without  serious  consequences  for  aged  patients  and  whether  such 
costs  can  be  made  more  predictable. 

Up  to  now,  two  general  methods  for  reducing  health  spending 
have  been  discussed — either  reducing  the  unit  prices  (or  fees)  of 
physicians'  services  or  reducing  the  volume  of  those  services. 

The  volume  of  physicians'  services  obviously  reflects  judg- 
ments about  medical  necessity  that  are  influenced  by  the  state  of 
medical  knowledge,  and  also,  in  part,  by  the  professional 
liability  climate.  We  believe  that  more  physician-developed 
standards  and  guidelines  are  needed  to  define  office  and  out- 
patient practice  patterns  relating  to  specific  diseases,  such  as 
those  that  have  been  developed  for  a  number  of  operations 
provided  in  inpatient  settings .  Criteria  also  are  needed  to  make 
reasonable  judgments  about  the  frequency,  volume,  and  effective- 
ness of  both  procedural  and  non-procedural  physician  activities. 
Ultimately,  if  guidelines  are  to  influence  the  volume  issue,  it 
will  be  necessary  to  directly  link  payment  policies  with  profes- 
sionally developed  criteria  concerning  the  appropriateness  and 
the  effectiveness  of  various  medical  and  surgical  treatments. 
Our  plan  is  premised  on  the  establishment  of  such  a  linkage  for 
surgical  services  provided  to  Medicare  patients . 

Those  of  us  in  surgery  believe  that  it  is  impossible  to  ef- 
fectively and  efficiently  address  the  volume  issue  across  the  en- 
tire spectrum  of  medical  services.  In  most  major  hospitals,  the 
responsibility  for  quality  assurance  and  volume  issues  is  as- 
signed to  specific  departments  with  the  experience  and  competence 
to  deal  with  these  issues  in  the  context  of  specific  service 
categories .  It  is  for  this  reason  that  we  propose  an  attempt  to 
address  the  issue  of  increased  volume  of  services  exclusively 
within  the  scope  of  the  specific  specialty.  At  the  present  time, 
the  volume  of  services  paid  for  by  Medicare  is  increasing  at  a 
rate  that  exceeds  the  increase  in  the  aged  population.  In  our 
view,  Medicare  will  have  greater  success  in  dealing  with  this 
issue  if  the  program  follows  the  present  examples  within  the 
medical  profession  for  evaluating  the  appropriateness  and  quality 
of  services. 

We  believe  that  major  steps  can  be  taken  now  to  moderate  the 
growth  in  Medicare  spending,  if  the  government  will  join  with  the 
surgical  profession  to  make  such  a  plan  work.  Working  with  the 
government,  we  are  prepared  to  develop  criteria  to  determine  the 
appropriateness  of  various  surgical  treatments  and  to  assist,  as 
appropriate,  in  applying  such  criteria  to  determine  payments  for 
those  services  under  Medicare.  Furthermore,  we  are  prepared  to 
help  identify  unnecessary,  outdated,  or  inappropriate  services  on 
a  specialty-by-specialty  basis. 

In  addition,  we  suggest  another  tool  for  moderating  the  ex- 
penditures for  surgical  services.  Under  this  approach,  the 
Secretary  of  Health  and  Human  Services  would  calculate  actual 
program  expenditures  for  surgical  services  in  a  base  year-- 
perhaps  1989.  From  these  amounts,  the  Secretary  would  be 
directed  to  determine  on  a  budget-neutral  basis  a  surgery- 
specific  conversion  factor  that  would  be  applicable  to  Medicare 
surgical  services,  using  a  new,  blended  fee  schedule  for  Medicare 
surgical  procedures  to  be  described  later  in  this  testimony.  Un- 
der the  plan,  this  19  89  conversion  factor  would  be  updated  for 
1990  so  as  to  remain  budget  neutral  with  respect  to  any  expendi- 
ture goals  for  Medicare  set  forth  by  the  Congress  for  that  year. 
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For  1991  and  each  year  thereafter,  the  conversion  factor  would  be 
increased  to  reflect  changes  in  the  costs  of  surgical  practice, 
including  professional  liability  costs,  and  changes  in  the 
general  earnings  levels  of  other  comparable  professionals. 

The  Secretary  would  be  required  to  determine  a  national  ex- 
penditure target  for  surgical  services  subject  to  the  blended 
surgical  fee  schedule.  In  estimating  this  expenditure  target  for 
1991,  the  Secretary,  in  consultation  with  representatives  from 
beneficiary  organizations  and  professional  organizations  of  sur- 
geons, would  be  required  to  take  into  account: 

population  changes,  including  the  total  number  of 
beneficiaries  covered  by  Medicare,  the  age  dis- 
tribution of  the  enrolled  population,  and  factors 
affecting  morbidity; 

cost  changes,  including  costs  relating  to  the  in- 
creased use  of  new  technologies,  and  cost  changes 
reflected  in  a  market-basket  index  of  practice 
costs  (e.g.,  expenses  for  professional  liability 
insurance)  relating  to  surgical  services;  and 

estimated  changes  in  the  expected  demand  for  and 
volume  of  surgical  services  that  are  required  by 
Medicare  patients . 

Starting  in  1994,  if  the  Secretary  finds  that  the  estimated 
expenditure  target  for  surgical  services  covered  under  the 
plan — taking  into  account  the  factors  just  described—would  yield 
a  significantly  lower  conversion  factor  than  would  result  from 
the  process  used  to  update  the  blended  fee  schedule,  he  would  be 
required  to  submit  to  Congress  recommendations  for  adjusting  fu- 
ture updates  in  scheduled  payment  amounts  applicable  in  later 
years.  In  the  event  that  the  Secretary  makes  such  a  finding,  he 
would  be  required  to  consider  the  views  of  the  Physician  Payment 
Review  Commission  (PPRC),  the  surgical  community,  and  beneficiary 
organizations  in  developing  his  recommendations. 

We  believe  that  a  thirty-six  month  interval  between  the  ef- 
fective date  of  the  first  phase  of  the  plan — i.e.,  use  of  the 
blended  surgical  fee  schedule — and  the  setting  of  the  first  tar- 
get expenditure  goal  is  needed  in  order  to  develop  the  in- 
frastructure and  data  base  within  the  surgical  community  that 
would  be  required  for  an  effective  program  of  volume  assessment 
and  compliance  with  professional  standards.  We  are  prepared  to 
make  a  commitment  to  develop  the  needed  infrastructure  within  the 
surgical  community  to  make  this  plan  work. 

PATIENT  PROTECTION  PROVISIONS 

Mr.  Chairman,  the  principal  purposes  of  the  Medicare  program 
are  to  provide  our  older  citizens  with  access  to  high  quality 
medical  care  and  with  reasonable  economic  protection  against  the 
costs  of  those  services.  We  believe  that  major  changes  in  pay- 
ment policies  under  the  program  for  hospital  and  physicians' 
services  must  be  considered  with  these  goals  in  mind. 

As  you  know,  a  significant  number  of  our  members  and  other 
physicians  are  participating  physicians  under  Medicare  and  cur- 
rently accept  assignment  in  all  Medicare  cases.  A  much  larger 
number  of  physicians,  who  have  some  objections  to  signing  par- 
ticipation agreements,  nevertheless  frequently  accept  assignment 
for  older  patients,  and  particularly  for  those  with  more  limited 
means.  Thus,  it  seems  appropriate  to  reexamine  Medicare's  cur- 
rent assignment  experience  and  consider  ways  to  improve  the 
financial  protection  for  surgical  services  afforded  by  Medicare 
under  a  new  payment  approach.  Physicians  wishing  to  sign  par- 
ticipation agreements  or  to  accept  assignment  in  any  other  cases 
would  be  allowed  to  continue  to  do  so  under  our  plan. 

Under  the  plan  we  propose,  surgeons --working  with 
beneficiary  organizations  and  with  the  Congress — are  prepared  to 
support  changes  in  the  current  assignment  procedures  under 
Medicare.  One  of  these  changes  would  involve  the  establishment 
by  Congress  of  a  national  income  level  below  which  the  new 
Medicare  schedule  of   fees   for  surgical  services  would  be  con- 
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sidered  as  payment  in  full.  Medicare  would  pay  physicians  80 
percent  of  the  scheduled  payment  directly  and  the  patient  would 
remain  liable  for  only  the  20  percent  coinsurance.  No  additional 
charges  to  qualifying  patients  could  be  made.  Physicians  would 
be  permitted  to  charge  their  regular  fees  for  all  other  patients, 
subject  to  Medicare's  existing  rules. 

There  are  obviously  some  administrative  considerations  that 
would  need  further  study  to  avoid  claims  problems  for  physicians 
and  to  protect  the  privacy  of  patients.  But  we  believe  that 
these  difficulties  can  be  overcome  in  a  workable  manner  and  are 
prepared  to  discuss  a  number  of  options  with  Congress  about  how 
to  implement  such  a  plan. 

The  College  further  believes  that  Congress  also  should  con- 
sider the  assignment  rules  affecting  patients  who  have  no  oppor- 
tunity to  exercise  their  choice  of  surgeon,  as  in  the  case  of  a 
patient  who  has  an  acute  illness  and  who  requires  emergency  sur- 
gical services.  Where  no  choice  of  a  surgeon  is  available,  the 
patient  has  no  real  opportunity  to  obtain  the  most  favorable  fee 
options,  so  that  some  patient  protection  against  higher  charges 
might  seem  warranted  in  such  cases .  We  are  now  studying  this 
proposition  in  more  detail,  but  are  not  as  yet  prepared  to  recom- 
mend a  specific  way  to  address  this  issue. 

Lastly,  Mr.  Chairman,  we  are  concerned  about  the  effects  of 
any  new  valuation  process  that  results  in  Medicare  paying  an 
above-market  current  price  level  for  services  and,  thereby, 
potentially  increasing  the  costs  of  those  services  for  patients 
and,  perhaps,  the  government,  too.  For  example,  if  increases 
were  to  be  made  in  Medicare's  allowed  amounts  for  some  services, 
but  not  made  in  the  maximum  allowable  actual  charges  that  also 
apply  to  those  services,  the  effects  on  patients  will  be  mixed. 
The  coinsurance  costs  for  all  patients  for  these  services  will 
rise,  though  any  extra  billing  costs  for  non-assigned  claims 
would  be  reduced.  The  premium  costs  for  all  enrollees  also  will 
increase  as  well.  Thus,  we  believe  that  Congress  should  take 
steps  to  ensure,  in  some  clear  fashion,  that  Medicare  patients 
benefit  from  steps  that  increase  Medicare  payments  for  certain 
services  so  that  beneficiaries  will  not  be  unduly  burdened  by 
also  paying  a  substantially  larger  copayment. 

BLENDED  FEE  SCHEDULE  FOR  SURGICAL  SERVICES 

Mr.  Chairman,  an  integral  element  of  this  proposal  provides 
for  the  establishment  of  a  blended  fee  schedule  for  surgical 
services  under  Medicare  that  would  strike  a  balance  between  both 
supply-side  and  demand-side  factors  in  determining  relative 
values  for  the  services  covered  under  the  proposed  plan. 

We  wish  to  make  clear  that  we  support  the  use  of  a  relative 
value  scale  in  any  Medicare  fee  schedule  system.  However,  as  the 
members  of  this  Committee  know,  the  College  has  major  concerns 
about  the  use  of  a  resource-based  approach  as  the  sole  basis  for 
establishing  the  value  of  services  in  such  fee  schedules.  In 
general,  we  have  felt  that,  among  other  things,  this  approach 
simply  does  not  take  into  account  the  greater  diagnostic  or 
therapeutic  value  of  specific  services  for  patients,  it  ignores 
the  quality  of  the  services  provided,  and  it  fails  to  consider 
other  factors  that  play  a  major  role  in  determining  the  value  of 
most  other  goods  and  services  that  are  purchased  in  our  society. 

Moreover,  no  relative  value  scale,  including  the  Harvard  ap- 
proach, offers  any  real  solution  for  moderating  the  costs  of 
medical  and  surgical  services  under  the  program.  In  fact,  one  of 
the  effects  of  the  Harvard  RBRVS  could  be  to  raise  Medicare  fees 
paid  to  some  physicians  well  above  the  levels  they  now  charge  or 
are  paid  by  other  private  insurers  for  providing  the  same  serv- 
ices. As  we  have  noted,  we  believe  that  this  would  significantly 
increase  the  costs  of  those  services  not  only  for  the  government, 
but  also  for  patients  through  higher  premium  and  coinsurance 
costs.  It  also  seems  to  us  that  substantial  increases  in  pay- 
ments for  any  services  not  only  would  increase  the  unit  cost  of 
those  services,  but  also  would  provide  strong  financial  incen- 
tives to  increase  the  volume  of  these  services .     Without  a  plan 
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for  dealing  with  these  volume  effects  under  a  resource-based  ap- 
proach, we  believe  Medicare  costs  would  rise  even  more  rapidly 
than  they  have  in  the  past. 

On  the  other  hand,  the  major  relative  value  reductions 
proposed  under  the  RBRVS  approach,  including  the  effects  on  many 
procedural  services,  could  seriously  affect  access  to  some 
physicians'  services  and  reduce  the  interest  of  many  physicians 
in  signing  Medicare  participation  agreements  or  accepting  assign- 
ment. 

We  want  to  make  it  very  clear,  however,  that  we  do  not  op- 
pose using  supply-side  considerations,  or  resource  input  costs, 
as  one  factor  in  determining  the  value  of  services  provided  by 
physicians.  Obviously,  all  physicians  must  carefully  take  into 
account  such  matters  as  their  costs  of  practice  when  they  estab- 
lish their  fees.  Surgeons,  for  example,  are  especially  aware  of 
the  effects  of  professional  liability  costs  on  the  fees  they  must 
charge  patients  for  their  professional  services.  But,  we  believe 
that  relying  exclusively  on  physicians'  judgments  about  the  input 
costs  of  services  in  order  to  set  relative  values  is  conceptually 
incomplete.  We  also  believe  that  there  are  special  problems  in 
surgery,  such  as  professional  liability  costs,  that  need  to  be 
considered  carefully  in  constructing  any  cost  of  practice  adjust- 
ments in  fees  for  surgical  services . 

Therefore,  we  propose  the  development  of  a  fee  schedule  for 
surgical  services  that  would  take  into  account  not  only  the 
supply-side  considerations  reflected  in  a  resource-based  approach 
to  payment,  but  also  important  demand-side  considerations  and  the 
interests  of  patients  that  should  not  be  ignored  in  the  process 
of  setting  values . 

To  start,  we  believe  that  the  Congress  should  consider 
legislation  authorizing  the  Secretary  to  establish  an  explicit 
list  of  surgical  services  now  provided  to  Medicare  patients  that 
would  form  the  basis  of  a  new  approach  to  payment  for  those  serv- 
ices. Non-operative  invasive  procedures  that  may  be  provided  by 
both  medical  and  surgical  specialists  would  not  be  affected  by 
the  plan.  Thus,  only  the  services  that  are  typically  provided  by 
physicians  with  the  necessary  surgical  training  or  experience  to 
perform  such  services  would  be  part  of  the  plan  we  have  in  mind. 
On  the  basis  of  our  preliminary  study  of  Medicare  data  and  the 
scope  of  this  plan,  we  estimate  that  surgical  services  covered  by 
the  proposal  account  for  about  30  percent  of  all  expenditures  for 
physician  services  under  Medicare. 

Under  our  proposal,  we  anticipate  that  further  efforts  will 
be  made  by  the  PPRC  and  the  Secretary  to  improve  upon  the 
methodology  used  in  the  Harvard  RBRVS  project  to  yield  a  more 
valid  set  of  estimates  of  the  resource  costs  involved  in  produc- 
ing physicians'  services.  We  also  anticipate  that  recommenda- 
tions will  be  made  concerning  those  aspects  of  the  Harvard  RBRVS 
project  that  need  further  refinement,  as  well  as  the  aspects  that 
can  be  implemented  more  quickly.  This  is  of  concern  to  us,  since 
not  all  of  the  surgical  specialties  were  included  in  the  initial 
phase  of  the  Harvard  project.  Moreover,  some  of  the  results  from 
the  first  phase  need  to  be  reexamined  before  the  RBRVS  results 
could  be  used. 

We  also  believe  that  the  Congress  should  direct  the 
Secretary  to  conduct  research  into  those  factors  that  should  be 
used  to  establish  demand-side  considerations  affecting  relative 
values  for  surgical  services,  including  such  possibilities  as 
looking  at  market  prices  for  services,  the  efficacy  of  alterna- 
tive treatments  as  measured  by  data  on  such  matters  as  mortality 
reduction  and  adverse  consequences  of  treatment,  and  the  impor- 
tance of  treatments  to  patients .  Even  the  Harvard  researchers 
seem  to  think  there  is  merit  in  looking  at  physician  charge  data 
as  a  basis  for  making  relative  value  calculations  within  dif- 
ferent families  of  physicians'  services. 

We  do  not  think  that  you  will  have  to  wait  very  long  for  the 
results  of  the  Secretary's  work  in  this  area  in  order  to  identify 
and  develop  the  kinds  of  information  needed  about  demand-side 
considerations  to  determine  relative  values  for  the  services  that 
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would  make  up  a  new  Medicare  fee  schedule  for  surgery.  The 
results  of  the  Secretary's  investigations  in  this  area  would  be 
used  to  develop  a  new,  blended  schedule  for  surgical  services 
provided  to  Medicare  patients  that  would  be  applied  as  early  as 
January  1991.  Should  the  Secretary's  work  on  demand-side  factors 
not  be  ready  by  that  time,  we  believe  that  physician  charges 
could  be  used  in  the  interim  as  a  "rough"  approximation  of  demand 
considerations . 

In  our  view,  the  relative  values  of  all  physicians'  services 
should  be  based  on  a  composite  of  supply-side  and  demand-side 
values  using  equal  weighting  of  both  factors.  However,  we  ob- 
viously cannot  speak  for  other  physicians  on  this  point  and, 
therefore,  have  limited  our  recommendations  for  a  "blended"  ap- 
proach only  to  those  services  performed  by  surgeons . 

PHASED  IMPLEMENTATION 

Mr.  Chairman,  we  believe  that  rapid  implementation  of  major 
payment  reform  changes  could  adversely  affect  patients  by  in- 
creasing some  of  their  costs  or  perhaps  by  limiting  their  access 
to  services.  Thus,  we  have  urged  this  Committee  and  other 
policymakers  to  proceed  carefully  and  in  stages  to  bring  about 
significant  changes  in  payment  policy.  These  considerations  sug- 
gest that  major  reform  actions  should  be  put  in  place  over  a 
reasonable  transition  period.  We  have  developed  a  preliminary 
implementation  schedule  for  our  proposals  consistent  with  these 
goals . 

The  major  changes  for  which  phased  implementation  seems  ap- 
propriate are,  first,  to  substitute  the  blended  fee  schedule  for 
surgical  services  for  the  current  reasonable,  customary  and 
prevailing  fee-based  methodology  and,  second,  to  implement  the 
expenditure  target  program,  including  the  development  and  ap- 
plication of  criteria  for  judging  the  appropriateness  and  effec- 
tiveness of  surgical  services . 

As  noted  above,  the  blended  fee  schedule  for  surgical  serv- 
ices would  be  developed  for  use  beginning  in  1991.  Under  the 
plan,  movement  toward  the  full  50/50  blend  of  supply-side  and 
demand-side  considerations  would  commence  in  that  year  and  be 
completed  by  1996.  In  the  interim,  relative  values  based  on  cur- 
rent charges  would  be  phased  in  with  the  new,  blended  values  cal- 
culated by  the  Secretary  for  Medicare  surgical  services.  The 
weight  assigned  to  the  new,  blended  values  would  increase 
steadily  during  the  transition  period,  while  the  weight  assigned 
to  current  charges  would  decrease  gradually,  as  follows: 


Current  Charge 

Blended  Schedule 

Year 

Weight 

Weight 

1990 

6/6 

0 

1991 

5/6 

1/6 

1992 

4/6 

2/6 

1993 

3/6 

3/6 

1994 

2/6 

4/6 

1995 

1/6 

5/6 

1996 

0 

6/6 

We  believe  that  a  less  lengthy  schedule  is  needed  for  phas- 
ing in  geographic  differentials  under  a  blended  fee  schedule, 
with  three  years  perhaps  being  a  realistic  goal  after  the  data 
became  available  to  make  such  adjustments.  Both  the  differential 
used  under  Medicare's  current  methodology  as  well  as  a  differen- 
tial used  under  a  reformed  approach  would  be  used.  A  composite 
rate  of  the  two  differentials  would  be  calculated  and  phased  in 
as  follows: 
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Current  Differential        Reform  Differential 
Year  Weight  Weight 

1990  3/3  0 

1991  2/3  1/3 

1992  1/3  2/3 

1993  0  3/3 

We  have  not  proposed  a  specific  transition  schedule  at  this 
time  relating  to  the  volume  of  services  issue.  We  recognize, 
however,  that  the  expenditure  target  provisions  contained  in  our 
plan  place  the  responsibility  squarely  on  the  surgical  community 
to  develop  effective  criteria  for  determining  the  appropriateness 
of  care  and  for  obtaining  compliance  with  those  criteria.  Thus, 
we  propose  that  the  Secretary,  after  receiving  further  advice 
from  the  PPRC,  from  organizations  representing  surgery,  and  from 
groups  representing  beneficiaries,  develop  a  reasonable  schedule 
for  implementing  proposals  relating  to  volume. 

SUMMARY 

In  conclusion,  Mr.  Chairman,  we  are  recommending  a  com- 
prehensive plan  for  addressing  the  pricing  and  volume  of  surgical 
services  under  Medicare,  and  for  providing  important,  new 
beneficiary  financial  protections .  The  key  features  of  our  plan 
are: 

1.  A  fee  schedule  for  surgical  services  under 
Medicare  based  on  a  50/50  blend  of  resource  costs  and 
demand-side  factors,  effective  in  1991; 

2.  An  increased  emphasis  on  the  development,  dissemi- 
nation, and  application  of  practice  guidelines,  coupled 
with  a  determination  of  a  national  expenditure  target 
for  surgical  services,  effective  in  1994; 

3.  Payment  for  services  provided  to  Medicare  patients 
with  incomes  at  or  below  a  level  determined  by  Congress 
on  the  basis  of  the  scheduled  payment  amounts  only;  and 

4.  Phased  implementation  of  the  new  payment  system, 
beginning  in  1991. 

We  fully  intend  to  develop  our  proposals  in  greater  detail. 
American  surgery  is  committed  to  a  constructive  role  in  advising 
and  participating  with  the  Congress,  the  PPRC,  and  the  Secretary 
in  developing  the  initiatives  that  are  necessary  to  moderate 
costs  and  to  maintain  the  quality  of,  and  access  to,  surgical 
services.  The  specific  concepts  presented  in  this  proposal  have 
been  discussed  with  the  leaders  of  ten  surgical  specialties. 
They  have  unanimously  agreed  to  the  formation  of  a  Conjoint  Coun- 
cil on  Surgical  Services  to  assist  in  further  refinement  of  this 
action  plan.     These  societies  are: 

American  Academy  of  Ophthalmology 
American  Academy  of  Orthopaedic  Surgeons 

American  Academy  of  Otolaryngology — Head  and  Neck  Surgery 

American  Association  of  Neurological  Surgeons 

American  Association  for  Thoracic  Surgery/The  Society  of 

Thoracic  Surgeons 
American  Pediatric  Surgical  Association 
American  Society  of  Colon  and  Rectal  Surgeons 
American  Society  of  Plastic  and  Reconstructive  Surgeons 
American  Urological  Association 

The  Society  for  Vascular  Surgery/ International  Society  for 
Cardiovascular  Surgery 
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Chairman  Stark.  Gerry,  thank  you.  I  am  sorry  I  was  out  of  the 
room  when  you  started  your  testimony.  But  can  you  go  back  for  me 
on  the  demand/supply  side.  I  think  I  should  let  our  resident  econo- 
mists, Mr.  Moody  and  Mr.  Levin,  deal  with  that.  But  as  I  under- 
stand those  who  devised  the  Hsiao  relative  value  scale  study,  by 
taking  into  a  lot  of  factors,  came  up  with  an  index.  Basically,  this 
was  per  procedure  and  then  they  sort  of  blended  that  into  how 
many  procedures  you  do. 

How  do  you  differ  with  how  you  arrive  at  your  scale  versus  how 
Hsiao  arrives  at  his,  in  layperson's  terms? 

Dr.  Austen.  Well,  I  think  in  the  simplest  terms  what  we  are 
saying  is  that  the  input  cost,  which  represents  the  total  elements 
in  the  Harvard  study  approach,  the  input  costs  we  think,  obviously, 
must  be  considered  because  they  are  obviously  very  important.  Our 
view,  however,  is  that  they  are  not  alone.  The  only  thing  that 
ought  to  be  considered  in  deciding  what  a  service  should  be — what 
the  price  of  a  service  should  be,  and  we  feel  that  the  value,  basical- 
ly the  value  of  a  particular  service  as  seen  by  the  patient  should 
also  be  considered  in  determining  what  the  value  of  the  service  is, 
just  like  almost  everything  else  that  we  put  a  value  on  in  this 
country. 

Chairman  Stark.  I  guess  my  problem  with  that  is  that  you 
would  be  hard  right  now  to  come  up  with,  this  morning — I  am  sure 
many  of  the  witnesses  have  a  lot  of  surgical  procedures  they  would 
like  to  apply  to  me,  but  I  can't  think  of  any  as  I  sit  here  feeling 
pretty  good  today  that  I  would  give  you  a  dollar  for. 

But,  on  the  other  hand,  if  I  were  aching  or  threatened  with 
death  or  I  had  been  chopped  up  by  an  Uzi  in  my  district,  there 
would  probably  be  no  price  that  you  couldn't  extract  from  me 
while  I  was  laying  on  the  gurney  in  the  emergency  room.  I  just 
wonder,  how  do  you  see  the  patient  trying  to  assess  what  you 
would  do  for  them?  Give  me  a  for  instance  on  that. 

Dr.  Austen.  Perhaps  the  best  way  for  me  to  answer  that  is  to  tell 
you  a  little  bit  about  what  I  would  have  in  mind  in  terms  of  deter- 
mining this  demand  side  part.  I  think  basically  what  we  are  saying 
is  a  little  bit  related  to  what  was  said  earlier  in  the  testimony; 
namely,  there  is  some  insecurity  whether  using  the  resource  cost 
will  turn  out  to  be  a  completely  fair  pricing  arrangement.  And  in  a 
way,  perhaps  that  is  what  we  are  saying. 

What  I  would  have  in  mind  is  that  the  demand  side  part  would 
be  determined  by  a  consensus  group,  and  that  consensus  group 
would  include  Government  representatives,  it  would  include  the 
physician  representatives,  and  it  would  include  the  beneficiaries. 
And,  obviously,  the  decisions  would  not  be  made  when  the  patient 
is  ill,  but  it  would  be  made  in  a  situation  where  there  could  be  dis- 
cussion and  some  clear  thinking  as  to  what  was  appropriate. 

Chairman  Stark.  OK.  I  want  to  just  press  a  little  bit  further. 
How  would  you  see  the  demand  side,  just  in  your  personal  opinion, 
between,  for  instance,  cosmetic  surgery  for  droopy  eyelids  which 
seems  to  me  to  be  very  subjective  and  is  not  a  very  critical,  preelec- 
tive  sort  of  thing,  and  something  that  has  to  come  out  because  it  is 
diseased  or  malignant. 

Do  you  see  this  group  saying,  obviously  those  are  more  necessary 
and  we  shouldn't  have  the  overpriced  elective  surgery?  I  can  see 
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from  your  side  that  you  all  know  what  is  tougher  surgery  to  do, 
and  you  can  argue  among  yourselves  in  the  quiet  of  the  room 
where  we  don't  have  to  listen  to  the  gory  details.  But  I  mean,  basi- 
cally that  makes  sense. 

I  can't  figure  out  how  I  could  decide  with  you,  if  I  were  a  part  of 
this,  whether  I  think  a  gallbladder  or  a  hip  replacement  

Dr.  Austen.  It  is  not  an  easy  thing  to  do.  I  agree  with  that. 

Chairman  Stark.  Why  does  it  have  to  be  in  there?  I  mean,  why 
can't  you  guys  decide  that?  If  you  don't  like  the  relative  value  scale 
among  yourselves,  wouldn't  it  be  simpler  for  you  to  say  let's  go 
back  to  the  drawing  board  with  Dr.  Hsiao  and  those  folks  and  let 
the  surgeons  and  the  radiologists  and  the  internists  go  back  and 
have  at  it  a  little  longer  to  come  up  with  a  scale  that  you  are  com- 
fortable with?  Or  just  the  surgeons?  I  mean  I  have  no  quarrel  with 
people  saying,  "Well,  the  cognitive  guys  just  don't  understand  the 
stress  and  the  strain  we  are  under,  and  the  manual  dexterity 
which  is  not  necessarily  part  of  a  cognitive  thing,  and  we  want  to 
have  a  separate  scale  among  ourselves."  But  you  interject  this 
third  function  which  I  have  trouble,  seriously,  understanding  quite 
how  it  would  work. 

Dr.  Austen.  Well,  of  course,  in  our  proposal,  in  actual  fact  this 
would  be  done  in  the  surgical  community,  which  we  feel  makes  it 
much  easier  in  terms  of  being  able  to  talk  the  same  language,  in 
any  event. 

Chairman  Stark.  What  do  you  anticipate  among  your  mem- 
bers— how  are  you  going  to  enforce  compliance?  What  do  you  do 
about  those  people  who  perform  the  procedures  which  I  suppose 
are  the  least  critical  ones  but  among  family  practitioners  or  others 
who  may  do  this  incidental  to  another  practice?  Do  you  kick  them 
out  of  the  club  if  they  don't  toe  the  line? 

Dr.  Austen.  Let  me  begin,  and  then  I  am  going  to  ask  Dr.  Ebert 
to  also  answer  that  question. 

I  think  that  whole  area  of  compliance,  which  is  clearly  a  prob- 
lem, and  the  problem  related  to  that  has  been  alluded  to  in  earlier 
discussions.  We  think  that  one  of  the  great  advantages  of  having  a 
separate  surgery  relative  value  scale  is  the  fact  that  surgeons 
would  be  determining  the  guidelines  and  the  standards.  They 
would  be  communicating  those  guidelines  and  standards  to  their 
associates,  to  the  other  surgeons  in  this  country,  and  we  would  pre- 
sume that  those  guidelines  and  standards  would  have  sufficient 
clout  that  that  would,  as  we  indicated  in  our  written  testimony, 
that  that  would — that  payment  would  be  based  on  those  guidelines 
and  standards. 

There,  obviously,  would  be  exceptions,  and  those  exceptions 
would  have  to  be  dealt  with  individually  in  terms  of  surgeons  feel- 
ing that  a  particular  procedure  ought  to  be  done  in  spite  of  the  fact 
that  it  did  not  adhere  to  the  guidelines. 

Chairman  Stark.  OK.  Do  I  understand  your  position  on  expendi- 
ture target  that  you  want  to  see  yours  as  a  fixed  percentage? 

Dr.  Austen.  Well,  we  are  suggesting  that  a  particular  group  of 
services,  and  that  would  have  to  be  defined  by  Congress  presum- 
ably, that  a  specific  group  of  services  that  we  will  call  surgical 
services  would  be  determined  and  the  amount  of  cost  of  those  serv- 


59 


ices  to  the  Medicare  program  would  be  determined  in  a  base  year, 
and  that  would  then  be  the  control  year. 

Chairman  Stark.  OK.  But  what  if  I  changed  it  this  way?  Let's 
say  that,  just  for  talking  purposes,  that  in  calendar  year  1988  out 
of  a  billion  dollars,  $300  million  was  part  B  and  that  was  all  doc- 
tors fees.  As  I  sense  what  we  would  do  with  PhysPRC  is  we  would 
say:  Look.  That  went  up  15  percent  last  year  and  that  is  too  much. 
And  inflation  was  4,  and  the  doctors  will  say:  We  can't  live  with 
that.  So,  we  go  back  and  forth  and  back  and  forth  and  we  come  up 
and  say  9  percent.  Everyone  says:  OK.  We  will  try  9  percent. 

Dr.  Austen.  Yes. 

Chairman  Stark.  OK.  Now  that  is  what  I  think  PhysPRC  is  talk- 
ing about.  Then  if  you  all  as  a  physicians'  community  didn't  meet 
that  target,  then  next  year  we  would  give  you  a  little  less  because 
you  didn't  meet  what  you  agreed  to  this  year. 

Now,  as  I  understand,  what  you  are  saying  is  that  out  of  the  $300 
million  in  1988,  surgeons'  services  were  to  receive  half.  They  would 
get  $150  million  of  it.  OK? 

Dr.  Austen.  Right. 

Chairman  Stark.  We  want  to  hold  it  at  half.  Then  we  want  to 
take  our  half  and  divide  it  up.  I  am  not  sure  I  have  any  problem 
with  this,  but  I  am  not  sure  it  is  any  better.  I  don't  like  the  idea  of 
a  fixed  percentage,  say,  going  to — let's  take  you  guys  out  of  the 
loop  and  say  radiologists.  That  just  because  20  percent  of  every- 
thing we  have  been  spending  historically  goes  to  radiologists  that 
we  ought  to  project  that  on  into  the  future.  Because  maybe  with 
changes  in  medicine,  in  increased  productivity  we  could  drop  that. 

But  I  am  not  sure  that  we  couldn't  negotiate  with,  say,  three 
groups — the  surgeons,  the  primary  care  people,  such  as  family 
practitioners  and  internists,  and  then  all  the  ancillary  or  what  I 
call  the  lab  workers,  pathologists,  anesthesiologists,  radiologists, 
and  say  without  relation  to  the  other  now,  now  you  are  all  on  your 
own.  We  will  negotiate  with  each  group  separately  each  year,  and 
you  don't  relate  through  what  you  had  in  the  past  because  prac- 
tices may  change. 

I  am  not  sure  that  I  want  to  do  that.  I  would  rather  have  you 
guys  fighting  among  yourselves  because  you  know  what  you  are 
talking  about.  But  isn't  that  kind  of  halfway  between  what  you  are 
suggesting  and  what  Phil  is  saying,  dividing  you  into  three  groups 
which  tends  to  have  a  more  common  practice  and  training?  How 
does  that  differ  from  what  you  are  doing,  and  what  does  that  do  to 
your  plan? 

Dr.  Austen.  I  would  like  Dr.  Ebert  to  answer  that. 

Dr.  Ebert.  I  think  we  chatted  once  before  on  this.  I  think  the 
arena  really  is  that  if  an  expenditure  target  up  or  down,  whatever, 
per  year  we  are  fairly  certain  that  the  volume  of  surgery  per  se  in 
the  in-hospital  portion  has  been  fairly  stabilized.  We  think  that  the 
volume  question  per  se,  although  it  increases  with  population  and 
increases  as  to  percent  of  the  elderly  increases — there  are  more  82- 
year-olds  

Chairman  Stark.  Let's  stipulate  that  all  of  this  is  adjusted  for 
population  increase. 

Dr.  Ebert.  The  majority  of  guidelines  that  have  been  created  up 
to  now  and  the  majority  of  quality  assurance  programs  have  fo- 
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cused  predominately  on  inpatient  services,  and  surgery  is  the  pre- 
dominate source  of  that.  So  we  think  we  have  more  of  a  mecha- 
nism and  infrastructure  in  place. 

There  is  also  a  dichotomy  of  discussion  that  went  on  earlier  this 
morning  on  this  question,  and  that  is,  that  the  incentives  are  often 
applied  to  the  idea  that  certain  procedures,  they  didn't  say  just  op- 
erations, but  certain  procedures  are  overpriced  and  thus  there  is 
an  incentive  to  do  more  of  these.  Concurrently,  now  we  are  seeing 
a  discussion  brought  out  that  says  let's  readjust  within  the  arena. 
Now  wouldn't  that  same  logic  apply  that  volume  may  well  increase 
in  areas  that  are  going  to  incur  higher  price. 

We  are  very  concerned  that  a  system  that  is  increasing  as  much 
in  volume  as  this  that  we  think  we  have  a  better  opportunity 
within  surgery  to  at  least  address  that  issue.  And  I  think  we  said  if 
we  accede  to  target,  then  a  conversion  factor  should  be  decreased 
in  the  subsequent  year  to  take  account.  I  am  assuming  you  took 
account  for  all  the  other  adjustments  you  put  forth. 

Dr.  Austen.  We  are  sort  of  saying  I  think  that  all  of  medicine  is 
just  too  big  to  kind  of  control  this,  and  we  think  that  we  have  a 
real  chance  to  do  it  in  a  particular  area,  in  this  case  surgery,  and 
we  think  it  is  going  to  be  awfully  hard  to  get  much  incentive  into  a 
system  where  there  are  this  vast  number  of  people  and  number  of 
procedures  how  can  surgery  really  have  much  of  an  effect  on  the 
outcome  when  actually  it  is  about  a  third  of  the  services. 

Chairman  Stark.  How  many  cases,  Gerry,  does  the  primary  care 
person  have  an  impact  on  the  decision  as  to  whether  or  not  there 
will  be  surgery?  Is  that  always  the — 90  percent  the  surgeon's  deci- 
sion, 70  percent? 

Dr.  Austen.  Well,  in  the  final  analysis  it  ought  to  be  100  percent 
the  surgeon's  decision.  Obviously,  he  is  working  with  another  indi- 
vidual who  usually  refers  the  case  to  him,  and  so  there  certainly 
are  pressures. 

Chairman  Stark.  So  you  accept  both  the  benefits  and  the  respon- 
sibility for  saying  if  there  is  overutilization  in  surgery  it  is  the  sur- 
geons, not  the  referring  physicians? 

Dr.  Austen.  Absolutely. 

Chairman  Stark.  Mr.  Levin. 

Mr.  Levin.  Thank  you  very  much,  Mr.  Chairman. 

On  the  blended  proposal,  how  do  you  argue  in  kind  of  macroeco- 
nomic  terms  having  a  blended  schedule  for  surgery  but  not  for 
other  procedures? 

Dr.  Austen.  Well,  I  think  our  view  is  that  we  can't  speak  for 
other  areas  of  medicine.  We  have  honestly  given  our  view  about 
the  areas  that  we  know  about  for  the  regions  that  we  have  indicat- 
ed. 

I  might  say  in  some  ways  the  PhysPRC  has  certainly  made  a  nod 
a  little  bit  in  the  direction  that  we  have  talked  about  because,  if 
you  want  to  be  a  purist,  the  Harvard  study  is  in  terms  of  the  out- 
come now  is  somewhat  different.  The  PhysPRC  recommendations 
are  somewhat  different  than  the  initial  resource,  pure  resource- 
based  RVS  that  the  Harvard  group  first  presented. 

Dr.  Ebert.  Mr.  Levin,  could  I  just  answer?  If  you  go  to  a  target 
expenditure  for  surgical  services,  most  of  the  time  in  surgery  we 
have  little  trouble  within  the  field  of  surgery  all  the  way  across  for 
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all  the  specialties  arriving  at  a  scale  of  an  RVS  that  we  are  com- 
fortable with,  and  whether  it  is  a  blend,  whether  it  is  a  resource  or 
whether  it  is — whatever  name  you  wish  to  give  it,  I  think  as  long 
as  it  fits  into  the  particular  target  and  there  is  comfort  level 
among  the  groups  that  are  dealing  with  it.  We  have  a  larger  com- 
fort group  within  the  surgical  specialties  dealing  with  an  RVS  that 
is  blended  than  we  do  going  all  the  way  across  medicine  and  look- 
ing at  a  resource-base-only  system. 

Mr.  Levin.  As  I  understand  the  proposal,  that  would  be  affected 
by  the  target  being  set  on  the  basis  of  a  blended  system.  You  want 
the  target  to  include  factors  other  than  a  resource-base  system  so 
that  the  pot  increases  in  amount. 

Dr.  Ebert.  No,  not — well,  the  target  would  be  built  on  the  scope 
of  surgical  services  that  were  done  in  whatever  reference  years  you 
chose  to  select. 

Mr.  Levin.  But  still  the  value  of  them,  you  want  based  on  what 
was  charged. 

Dr.  Ebert.  What  was  probably  paid  by  Medicare  because  that  is 
the  only  data  we  have. 

Mr.  Levin.  But  what  is  being  paid  includes  more  than  the  re- 
source-based system.  So,  I  mean,  naturally  you  are  going  to  say 
okay,  we  will  take  a  target  expenditure  as  long  as  you  set  it  so  that 
it  is  adequate  to  take  into  account  more  than  it  would  have  been 
on  a  resource-based  system  now.  I  think  that  is  what  you  are 
saying. 

Dr.  Ebert.  Well,  I  would  say  there  are  several  of  the  surgical  spe- 
cialties that  actually  increase  their  standing  under  the  PhysPRC's 
resource-based  or  blended  schedule.  We  are  just  saying  that  the 
comfort  level  within  the  surgical  specialties  would  be  better  if  we 
created  a  blended  schedule  rather  than  taking  one  that  is  being 
created  outside. 

Dr.  Austen.  This  is  comparing  one  procedure  to  another. 

Chairman  Stark.  Would  the  gentleman  yield? 

Mr.  Levin.  Yes. 

Chairman  Stark.  Let  me  see  if  this  isn't,  in  a  sense,  what  you 
are  saying.  With  the  relative  value  scale,  the  surgeons  generally 
came  out  at  the  high  end.  The  highest  end  of  the  scale.  So  if  you 
are  going  to  go  all  the  way  to  relative  value,  the  surgeons  would 
take  the  biggest  hit.  But  if  another  word  for  demand  is  current 
fees,  as  being  what  the  public  will  pay,  then  the  closer  they  can 
stay  to  that  the  less  impact  it  will  have  on  surgeons'  income. 

Now  what  I  hear  these  gentlemen  suggesting  to  us  is  that  they 
should  go  halfway.  Not  a  bad  compromise.  But  what  they  are  really 
saying  is,  OK,  we  will  take  half  the  hits,  if  that  is  how  it  really 
comes  out,  of  the  relative  value  decrease,  but  like  the  DRG  argu- 
ment. Let's  say  half  are  at  the  old  rate  and  half  at  the  new  rate, 
and  half  at  the  current  reasonable  and  necessary  rate.  You  don't 
get  that  good  an  offer  from  a  car  salesman  the  first  time  out  of  the 
box. 

What  I  am  suggesting  is  that  what  I  am  hearing,  and  I  am  look- 
ing for  some  nods  from  the  witness  stand,  is  half.  And  that  is  more 
than  I  have  heard  from  any  other  group. 

Mr.  Levin.  I  think  that  is  essentially  correct.  Isn't  it?  The  ques- 
tion is  how  you  justify  it  other  than  in  very  practical  terms.  Be- 
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cause  you  are  essentially  saying  that  the  surgical  part  will  blend 
but  not  for  the  others,  and  the  reason  is  you  construct  a  theoretical 
basis  for  it.  For  example,  you  say  that  this  approach  does  not  take 
into  account  the  greater  diagnostic  or  therapeutic  value  of  specific 
services  for  patients,  but  that  would  be  true  of  nonsurgical. 

If  you  go  to  a  simply  resource-based  system — and,  Mr.  Chairman, 
this  is  in  response  to  your  description — you  can  make  the  same  ar- 
gument about  nonsurgical.  Right?  And  the  same  with — it  ignores 
the  quality  of  the  services  provided. 

Dr.  Austen.  Correct. 

Mr.  Levin.  And  then  the  third  factor,  it  fails  to  consider  other 
factors  that  play  a  major  role  in  determining  the  value  of  most 
other  goods,  you  can  say  that  also.  So,  essentially,  while  there  may 
be  a  practical  value,  kind  of  a  hands-on  approach  to  this,  getting 
ourselves  out  of  it,  there  isn't  yet  really  a  conceptual  construct  to 
justify  having  a  blended  system  for  surgical  and  a  nonblended  for 
everything  else. 

Dr.  Ebert.  Well,  2  years  ago  we  testified  and  put  forth  a  proposal 
before  this  committee  that  had  a  total  created  demand  side  charge- 
based  RVS  and  that  has  never  been  embraced  by  other  portions  of 
the  medical  profession.  So,  as  Mr.  Stark  replies,  I  think  we  have 
come  50  percent  in  that  direction.  But  I  suspect,  depending  on  the 
outcome  of  any  RVS  you  put  forth,  you  are  going  to  have  some 
parts  of  the  profession  in  favor  of  it  and  some  are  not  in  favor  of  it. 

Mr.  Levin.  Let  me  just  ask  you,  in  terms  of  the  50  percent  blend- 
ing, you  say  it  is  based  on  the  value  to  the  patient.  That  really 
would  not  explain  the  wide  differentials  in  the  charges  from  area 
to  area  for  the  same  kind  of  service.  Right?  I  mean,  what  we  are 
really  talking  about  is  what  the  market  condition  is  and  all  the 
reasons  for  the  market;  it  isn't  the  value  to  the  patient  alone. 

I  take  it  cataract  surgery  is  worth  the  same  to  patients  in  Michi- 
gan as  it  is  in  California. 

Dr.  Austen.  Well,  we  certainly  agree  that  where  there  have  been 
geographic  variations  and  other  variations  that  are  inappropriate 
that  they  ought  to  be  corrected,  and  we  have  said  that  from  the 
very  beginning. 

Mr.  Levin.  How  do  you  do  that  if  you  blend  50-percent  factors 
other  than  resource  based?  How  are  you  going  to  squeeze  out  the 
wide  differentials? 

Dr.  Ebert.  Well,  if  you  have  a  national  RVS,  you  are  going  to 
take  an  awful  lot  of  that  into  account.  An  awful  lot  of  the  wide 
variations  that  you  see  now  are,  strangely  enough,  they  are  not 
necessarily  in  the  Medicare  payments  near  as  much  as  they  are  in 
the  third-party  areas  around  the  country.  If  you  have  got  statewide 
variations  in  Medicare,  actual  payments,  it  is  a  much  narrower 
scope  than  one  originally  anticipated  it  being.  Because  we  proposed 
that  2  years  ago  as  well,  and  we  found  that  there  wasn't  near  the 
wide  scope  that  one  might  have  anticipated  in  that. 

So  I  think  with  a  national  RVS  you  will  have  to  have  some,  I 
assume  some  regional  modification  to  it  for  cost  of  practice  or 
whatever  is  determined  on  a  payment  area.  But  you  will  most 
likely  narrow  those  differences  even  further. 

Dr.  Austen.  We  are  for  a  national  relative  value  scale. 

Mr.  Levin.  I  understand  that. 
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Well,  it  will  be  interesting  to  take  your  blended  system  and 
apply  it  to  surgical  charges  where  there  is  a  considerable  discrep- 
ancy and  see  what  would — what  the  result  would  be.  I  think  since 
we  are  talking  practically  for  the  moment,  the  answer  is  the  defer- 
ential should  be  more  or  less  cut  in  half.  And  you  would  still- 
where  there  is  a  wide  discrepancy,  you  would  retain  half  of  it. 
Right? 

Now,  how  do  we  justify  that? 

Chairman  Stark.  Well,  if  the  gentleman  would  yield,  the  other 
part  we  have  got  to  deal  with — and  this  is  part  of  what  they  are 
suggesting,  as  I  understand  it,  and  they  are  not  far  away  from 
PhysPRC  on  this,  is  the  volume  cap,  if  they  are  willing  to  negoti- 
ate. 

Mr.  Levin.  Yes. 

Chairman  Stark.  So  I  guess  we  maybe  have  to  look  at  that. 
They,  I  am  sure,  are  not  going  to  ask  us  to  reduce  below  what  the 
aggregate  would  be.  Now  what  they  are  saying — if  I  get  this  cor- 
rect— is  that  they  want  to  negotiate  the  volume  cap  separately,  sep- 
arate from  the  other  physicians.  And  Phil  Lee  I  think  said  that 
maybe  we  should  start  with  a  national  cap  and  eventually  let  the 
various  specialties  be  part  of  that. 

Mr.  Levin.  Yes. 

Chairman  Stark.  That  seems  very  close. 

Mr.  Levin.  No,  no,  fair  enough.  I  think  the  answer  to  my  ques- 
tion in  part  is  that  the  discrepancies  could  be  further  squeezed  by 
the  negotiated  cap.  But  you  need  to  help  us — I  am  asking  these 
questions  not  because  I  think  you  are  wrong,  but  I  want  to  see  if 
you  are  right.  And  you  need  to  help  us  put  these  pieces  together. 

I  think  you  know  what  the  problem  is,  that  you  have  come  here 
representing  the  group  that  would  be  most  hit.  And  the  notion  is 
that  you  are  looking  for  a  construct  that  would  protect  as  much  of 
the  present  differential,  whatever  you  want  to  call  it,  as  possible. 
And  that  you  are  kind  of  working  backwards  in  that  we  end  up 
with  a  kind  of  a  fancy  structure  that  really  had  a  very  practical 
solution  to  it. 

There  has  to  be  some  internal  consistency  though.  And  I  think 
you  need  to  work  out  these  ideas  and  show  us  the  quality  in  it  as 
well  as  the  quantity. 

Dr.  Ebert.  I  would  just  add,  Mr.  Levin,  I  think  our  main  parts  of 
the  proposal  really  are  related  to  the  targeted  expenditure,  and  ad- 
dressing— we  think  anyway — the  question  of  volume  both  by — as 
has  been  said  many  times,  whether  it  is  practice  guidelines,  wheth- 
er it  is  quality,  inappropriate  services,  whatever.  And  to  us,  we 
just— we  feel  basically  the  RVS  part  of  it,  if  you  accept  the  idea  of 
a  target  for  a  particular  specialty,  the  RVS  will  probably  be  solved 
within  the  specialty  easier  than  it  is  solved  at  a  national  external 
commission  level. 

Mr.  Levin.  Thanks. 

Chairman  Stark.  Mr.  Donnelly. 

Mr.  Donnelly.  Thank  you,  gentlemen  for  your  fine  testimony. 

I  would  like  to  just  talk  and  visit  a  little  about  the  issue  of 
volume.  To  me  that  has  always  been  the  most  difficult  issue,  al- 
though I  think  on  face  value  it  looks  like  the  easiest  way  to  handle 
increased  expenditures.  But  in  reality,  it  is  the  most  difficult  way 
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to  do  that  because  we  have  to  make — as  do  our  beneficiaries  have 
to  make — some  judgments  about  decisions  you  people  make.  And  I 
am  very  uncomfortable  doing  that  because  we  not  only  have  a  fidu- 
ciary responsibility  to  the  beneficiaries,  we  also  have  a  commit- 
ment that  they  get  quality  care. 

Can  you  expand  a  little  bit  on  your  recommendation  of  where 
you  would  like  to  see  surgeons  go  in  volume.  Because  I  think  some 
of  the  things  you  are  saying  make  some  sense  to  me. 

Dr.  Austen.  Well,  I  am  not  quite  sure  how  you  would  like  us  to 
expand  it.  Our  view  is  that  

Mr.  Donnelly.  You  want  to  be  separated  out  from  a  nation- 
al  

Dr.  Austen.  We  want  to  be  separated  out  from  all  of  medicine 
because  we  believe  that  by  having  surgeons  creating  the  guidelines 
and  then  publicizing  those  guidelines  and  in — we  think  that  is  the 
best  way  of  getting  all  of  surgery  together  to  most  effectively  limit 
volume  and  eliminate  excesses  that  are  in  the  system. 

Mr.  Donnelly.  But  as  difficult  a  judgment  as  it  is  for  people  like 
myself  to  make  those  objective  judgments  on  volume,  is  it  not  going 
to  be  as  difficult  for  your  profession?  Is  it  not  indigenous  in  your 
professions  because  you  have  such  great  respect  for  your  colleagues 
that  it  is  going  to  be  difficult  for  you  also  internally  to  have  to  deal 
with  that  issue  of  when  and  what  and  how  many  are  the  right  pro- 
cedures? 

Dr.  Austen.  We  agree.  We  think  this  is  going  to  be  difficult.  We 
believe  that  we  have  a  good  chance  of  being  able  to  do  it  and  we 
think  in  some  ways  it  is  going  to  be  easier  to  be  done  in  the  surgi- 
cal areas  than  in  the  nonsurgical  areas,  because  we  have  kind  of  a 
head  start  on  it  in  terms  of  a  global  fee  concept,  and  also  they  are 
limited  in  terms  of  numbers  of  services  that  surgeons  provide  as 
opposed  to  the  millions  and  millions  and  millions  of  services  that 
are  provided  by  nonsurgical  services. 

Mr.  Donnelly.  Doctor. 

Dr.  Ebert.  I  would  only — I  think  we  do  not  necessarily  make 
your  life  any  easier  when  we  offer  a  segmented  component  such  as 
this,  but  we  do  not  recognize  it  

Mr.  Donnelly.  I  am  not  so  sure  we  are  going  to  be  making  your 
life  any  easier. 

Dr.  Ebert.  No.  I  agree.  But  I  think  the  true  peer  review  within 
the  profession  has  always  been  accomplished  by  individuals  gener- 
ally speaking  with  comparable  training,  comparable  experience, 
and  usually  some  geographic  separation  so  they  are  not  looked  at 
too  closely.  And  I  think  that  is  what  the  colleagues  have  always 
supported  has  been  quality  service.  And  I  think  we  can  offer  that 
in  a  more  liberal  fashion  to  whatever  mechanism  you  or  HCFA 
chose  implement,  guidelines,  whether  it  be  PROs  or  whether  it  be 
on  preadmission  workups  or  whatever. 

We  recognize  we  may  not  be  making  our  life  easier.  We  recognize 
we  may  not  reduce  volume  per  se.  But  we  are  willing  to  say  on  the 
other  hand  that  if  it  is  not,  than  the  financial  responsibility  should 
not  be  passed  on  to  the  beneficiary,  it  should  be  incurred,  assuming 
Mr.  Sherman  keeps  the  proper  adjustments  to  inflation  and  other 
things. 
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Mr.  Donnelly.  Well,  according  to  the  Bush  budget,  there  will  be 
very  low  inflation  anyhow  so  we  do  not  have  to  worry  about  it. 

I  want  to  ask  Dr.  Austen  a  question  on  malpractice  because  it  is 
such  a  problem  in  Massachusetts. 

What  effects  do  you  think  that  this  increased  cost  of  malpractice 
insurance  coverage  has  on  physicians'  need  to  get  a  greater  reim- 
bursement for  service  for  one  of  their  Medicare  beneficiaries?  Be- 
cause I  hear  from  the  doctors  at  home  all  the  time,  because  we 
have  mandatory  assignment  in  Massachusetts,  they  will  say,  my 
God,  I  am  paying  tens  of  thousands  of  dollars  for  malpractice  insur- 
ance, and  I  have  this  rich  nice  little  old  man  come  in  and  I  cannot 
charge  him  an  extra  dime  other  than  what  you  people  decide  I  can 
charge  him.  I  mean,  that  is  a  portion  of  it,  is  it  not? 

Dr.  Austen.  I  would  have  to  agree  with  that  doctor  who  spoke  to 
you.  It  is  a  very  big  problem  for  us  in  Massachusetts,  as  you  have 
indicated  because  we  sort  of  have  no  place  to  go  in  terms  of  recoup- 
ing our  costs. 

Mr.  Donnelly.  But  then,  doctor,  there  is  this  question:  do  you  go 
to  the  Medicare  beneficiaries?  Is  it  not  a  fact  that  the  smallest  per- 
centage of  people  that  you  treat  who  end  up  taking  you  to  court 
are  Medicare  beneficiaries? 

Dr.  Austen.  I  do  not  know  anything  about  that.  But  that  may 
well  be  true. 

Mr.  Donnelly.  So  what  is  happening  because  we  have  this 
system  that  is  totally  out  of  control — I  could  not  agree  with  you 
more  in  terms  of  the  costs  and  the  whole  procedure  with  malprac- 
tice insurance  both  in  its  cost  and  the  way  that  it  goes  through  the 
judicial  system — that  this  system  is  forcing  a  movement  for  higher 
reimbursement  because  of  the  cost  that  is  really  not  the  fault  of 
the  people. 

Dr.  Ebert.  We  were  very  happy  with  the  PhysPRC's  recommen- 
dation that  the  malpractice  be  at  least  accounted  separately  if  pos- 
sible. I  think  it  would  be  terribly  important  for  Congress  to  know 
what  percent  of  the  Medicare  dollar  you  are  spending  indirectly 
through  the  physicians  for  malpractice  premiums. 

Mr.  Donnelly.  We  have  a  responsibility  to  take  care  of  our  own, 
those  beneficiaries.  We  have  no  responsibility  for  anybody  else  in 
this  instance. 

Dr.  Ebert.  That  is  right. 

Mr.  Donnelly.  And  I  would  hate  to  see  the  Medicare  benefici- 
aries being  charged  for  problems  created  by  other  folks.  And  it  is 
something  that  I  think  the  committee  can  persue. 

Thanks  very  much. 

Chairman  Stark.  I  would  just  like  to  discuss  a  couple  of  issues. 
And  we  are  going  to  ask  the  AMA  to  come  and  testify  at  that  time 
and  you  might  want  to  respond  later  since  in  the  past  this  commit- 
tee, for  example,  has  had  the  reluctance  to  get  in  direct  negotia- 
tions between  ophthalmologists  and  heart  surgeons.  We  are  just 
not  competent  to  make  those  decisions.  Consider  the  possibility  of 
just  going  back  to  PhysPRC  and  saying  negotiate— recommend  to 
us  caps,  but  set  up  another  group— in  other  words,  negotiate  that 
first  with  say  three  groups  and  make  PhysPRC  the  group  who 
would  then  in  fact  negotiate  with,  for  example,  the  surgeons,  pri- 
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mary  care,  and  lab,  so  that  you  take  Congress  out  of  the  loop  of 
having  to  make  decisions  that  we  are  not  equipped  to  make. 

Second,  I  am  not  so  sure  that  the  50  percent  present  reasonable 
and  necessary  fees  and  50  percent  of  some  RVS  we  could  not  say  in 
different  ways  through  some  kind  of  a  phase-in.  I  see  that  you  and 
PhysPRC  are  very  close  in  that  regard.  And  as  long  as  there  is 
agreement  in  the  physicians'  community  or  as  a  group  as  to  the 
relative  values  in  fairly  large  groups,  it  would  be  a  matter  of  a  dif- 
ference to  me  how  we  phased  it  in,  and  that  maybe  we  could  get 
more  to  where  you  want  to  be  and  what  is  being  recommended  to 
us. 

Now,  having  recognized  how  long  we  postponed  phase-ins  in  the 
DRGs,  I  would  hope  that  we  would  have  a  kind  of  a  drop  dead 
phase  for  these  things  to  fall  into  place. 

The  third  thing  that  we  have  not  discussed  at  all — and  perhaps  it 
would  be  very  important  to  us  as  this  system  is  phased-in,  and  I 
think  will  be  somewhat  abhorrent  to  you  your  members,  but  I  hope 
you  will  consider  this.  Phil  Lee  referred  to  electronic  billing  as  a 
way  for  us  to  have  electronic  controls  and  information.  That  be- 
comes very  important  to  us. 

What  are  we  going  to  have  to  do  to  get  your  members  to  be 
happy  campers  and  sign  up?  What  I  am  thinking  of  is  a  tradeoff 
like  quicker  payment,  instant  credit  to  the  account  to  be  later 
charged  retrospectively.  If  we  find  over  utilization,  we  can  come 
back  and  audit.  But  I  am  willing  to  put  a  carrot  out  there  if  we 
could  get  cooperation. 

We  have  not  gotten  any  data  it  from  the  hospitals,  but  sooner  or 
later  we  are  going  to  have  to  have  that  data  to  make  all  kinds  of 
choices.  And  it  seems  to  me  wrong  that  HCFA  does  not  have  cur- 
rent data  on  a  lot  of  things.  And  your  cooperation  would  be  help- 
ful. And  that  might  get  us,  I  think,  down  the  line. 

The  fourth  thing  to  think  about — and  again  I  would  like  your 
comments  on  this  later — but  it  has  occurred  to  the  chair — I  do  not 
have  an  overwhelming  groundswell  of  support  from  my  colleagues 
on  the  committee — that  we  are  in  an  excellent  position  here  if  we 
can  stand  the  heat  from  the  trial  lawyers  to  just  say  no  more  mal- 
practice for  Medicare.  If  you  are  a  Medicare  beneficiary,  you  go 
through  some  kind  of  arbitration  procedure  first. 

You  cannot,  obviously,  as  I  say,  deny  them  the  ability  to  sue  at 
some  point.  But  for  hospitals  and  doctors,  just  say  wait  a  minute, 
there  has  got  to  be  some  kind  of  a — various  States  have  these  pro- 
grams for  arbitration.  And  if  we  could  figure  out  how  much  that 
would  save  us.  We  are  paying  for  it.  One  way  or  another,  the  Gov- 
ernment is  paying  for  it.  Because  your  costs  or  your  bills  go  up  to 
comp.  If  we  at  least  for  the  Medicare  part  of  your  practice,  get  that 
out  of  the  system.  I  would  love  to  hear  how  you  would  react  to  that 
and  in  what  States  you  know  where  that  works  well.  It  would  be 
really  helpful  to  us  if  we  are  going  to  do  that. 

Thanks  very  much. 

Dr.  Austen.  Thank  you. 
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Chairman  Stark.  I  hope  we  can  work  together,  because  I  think 
that  there  is  a  lot  that  we  can  do  here,  and  I  certainly  appreciate 
the  effort  you  have  put  into  this  plan.  I  hope  that  we  will  be  work- 
ing together  the  rest  of  this  year. 

Dr.  Austen.  We  look  forward  to  doing  that.  Thank  you. 

[The  following  was  subsequently  received:] 
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RESPONSE  TO  QUESTIONS  ADDRESSED  TO  W.  GERALD  AUSTEN,  MD,  FACS. 
AMERICAN  COLLEGE  OF  SURGEONS, 
AT  THE  MARCH  22,  1989  HOUSE  WAYS  AND  MEANS  HEALTH  SUBCOMMITTEE  HEARING 


REPRESENTATIVE  STARK.  If  expenditure  targets  are  implemented  for  surgery,  a  federal  entity  will 
have  to  be  made  responsible  for  conducting  annua!  negotiations  with  the  profession.  Since  Congress  does 
not  have  the  expertise,  or  the  inclination,  to  do  this,  the  College  should  work  in  concert  with  the  Physician 
Payment  Review  Commission  (PPRC)  to  determine  who  should  assume  this  responsibility. 

DR.  AUSTEN.  We  have  presumed  that  any  physician  payment  reform  legislation  would  continue  to 
look  to  the  Secretary  of  Health  and  Human  Services  as  the  responsible  Federal  official  to  administer  the 
Medicare  program.  New  responsibilities  would  be  assigned  the  Secretary  under  the  plan  we  have  in  mind. 

However,  we  would  also  find  it  entirely  appropriate  for  Congress  to  obtain  independent  advice 
about  payment  policy  issues  from  an  independent  body  as  well.  Thus,  the  PPRC  could  be  given  a  much 
greater  role  than  it  now  has  in  determining  Federal  physician  payment  policy  options.  Likewise,  the  Com- 
mission or  some  other  body  could  be  authorized  to  perform  certain  ministerial  functions  as  well,  including 
negotiations  with  physician  organizations  on  key  payment  questions-e.g.,  the  establishment  of  expendi- 
ture targets.  We  could  support  any  of  these  approaches. 

REPRESENTATIVE  STARK.  The  College  should  work  with  PPRC  to  determine  how  national  expen- 
diture targets  should  be  phased  in. 

DR.  AUSTEN.  We  have  recommended  phasing-in  payment  reform  changes  in  order  to  minimize 
disruptions  for  patients  and  physicians,  and  to  permit  time  to  develop  the  administrative  machinery  to  make 
these  new  approaches  to  payment  workable.  However,  some  payment  reform  steps  can  be  taken  im- 
mediately, and  we  are  prepared  to  work  with  you  to  get  payment  reform  off  the  ground  this  year.  If  some  of 
the  modifications  in  relative  values  we  proposed  are  acceptable,  implementation  of  a  new  fee  schedule  for 
surgical  services  could  perhaps  be  accelerated.  However,  we  do  believe  that  some  time  will  be  required  to 
develop  the  infrastructure  needed  before  expenditure  targets  are  applied. 

REPRESENTATIVE  STARK.  Electronic  billing  is  an  important  component  in  the  Health  Care 
Financing  Administration's  effort  to  collect  data  that  Congress  needs  to  make  Medicare  policy  decisions. 
How  can  surgeons  be  encouraged  to  use  electronic  billing?  Would  a  "carrot",  such  as  instant  credit  for 
billed  services,  provide  sufficient  incentive  for  more  surgeons  to  bill  electronically? 

DR.  AUSTEN.  We  agree  with  you  that  Medicare's  current  paper-driven  claims  processes  are  ad- 
ministratively burdensome  and  complex  for  patients  and  doctors  alike.  We  also  believe  that  payment 
reform  changes  can  be  accompanied  by  significant  improvements  in  the  administration  of  the  Medicare 
program.  Electronic  billing,  it  seems  to  us,  certainly  could  play  a  role  in  this  regard.  We  presume  that  the 
Government  itself  would  have  to  bear  most  of  the  costs  of  installing  the  equipment,  developing  the 
software  and  maintaining  the  electronic  billing  systems  used  for  the  Medicare  program.  Nevertheless, 
electronic  billing  certainly  may  make  sense  when  the  volume  of  Medicare  patients  served  is  sufficient  to 
justify  such  an  investment.  We  would  be  pleased  to  discuss  these  matters  in  more  detail. 

REPRESENTATIVE  STARK.  Questions  have  been  raised  about  whether  Medicare  payments  are 
sufficient  to  cover  the  costs  of  rising  malpractice  Insurance  premiums,  particularly  In  states  that  have  man- 
datory assignment  laws.  As  an  alternative,  would  the  College  be  supportive  of  a  Medicare  policy  that  re- 
quires beneficiaries  to  settle  their  malpractice  claims  through  arbitration?  Can  the  College  provide  any  in- 
formation on  state  arbitration  programs?  How  much  money  could  the  federal  government  save? 

DR.  AUSTEN.  We,  too,  are  greatly  concerned  about  the  problems  with  the  costs  of  professional 
liability  insurance.  We  believe  that  fundamental  reforms  in  State  laws  relating  to  professional  liability  and 
the  resolution  of  complaints  through  means  other  than  tort  law  would  benefit  everyone.  We  would  support 
any  steps  by  the  Federal  Government  to  resolve  these  issues,  even  if  they  were  only  limited  in  their  applica- 
tion to  the  Medicare  program. 
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Chairman  Stark.  Thanks  a  lot. 

Our  next  witness  will  be  Dr.  Joseph  T.  Painter,  the  vice  chair- 
man of  the  board  of  trustees  of  the  American  Medical  Association. 

STATEMENT  OF  JOSEPH  T.  PAINTER,  M.D.,  VICE  CHAIRMAN, 
BOARD  OF  TRUSTEES,  AMERICAN  MEDICAL  ASSOCIATION,  AC- 
COMPANIED BY  ROSS  N.  RUBIN,  DIRECTOR,  DIVISION  OF  LEG- 
ISLATIVE ACTIVITIES,  AND  MARK  J.  SEGAL,  PH.D.,  DIRECTOR, 
DEPARTMENT  OF  HEALTH  CARE  FINANCING 

Dr.  Painter.  Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Welcome,  Doctor.  Your  statement,  which  we 
have  a  copy  of  here,  will  appear  in  the  record  in  its  entirety.  And 
please  as  we  have  given  everyone  else  the  chance  to  comment  on 
other  peoples'  testimony,  feel  free  to  comment  on  the  previous  wit- 
nesses' testimony  or  expand  on  your  own,  or  enlighten  us  in  any 
way  you  chose. 

Dr.  Painter.  Thank  you,  Mr.  Chairman,  members  of  the  subcom- 
mittee. I  would  like  to  give  you  just  a  brief  overview — summarizing 
the  statement  which  you  have. 

We  support  many  of  the  PhysPRC  recommendations.  We  strong- 
ly advise  against  endorsing  all  of  them.  At  the  outset,  let  me  clear- 
ly state  our  position  in  four  key  areas. 

One,  expenditure  targets.  The  PhysPRC's  recommendation  call- 
ing for  expenditure  targets  is  a  radical  departure  from  the  commit- 
ment made  by  Congress  in  creating  Medicare  to  provide  the  elderly 
with  all  necessary  medical  care.  Their  proposal  may  appear  to  be  a 
painless  way  to  hold  down  expenditures,  but  it  must  be  recognized 
for  what  it  is,  an  implicit  system  to  ration  health  care. 

Establishing  such  a  national  or  regional  system  of  expenditure 
targets  would  result,  we  feel,  in  many  of  the  same  problems  evi- 
denced in  those  Canadian  provinces  that  limit  total  expenditure  for 
medical  and  health  services.  As  report  in  the  Canadian  press,  pa- 
tients have  long  waits.  In  fact,  there  are  reports  of  death  while 
awaiting  definitive  surgery.  There  are  too  few  personnel.  There  are 
reports  that  individual  elderly  patients  are  not  attended  to.  And 
there  is  a  lack  of  technology.  For  example,  only  11  hospitals  are  ca- 
pable of  performing  open-heart  surgery  in  Canada. 

Based  on  those  recent  results  and  a  study  which  AMA  has  that  is 
ongoing  to  review  the  Canadian  experience,  we  do  not  believe  that 
Congress  should  experiment  on  our  elderly  population  with  this 
type  of  proposal.  We  urge  you  to  reject  this  approach. 

Rather  than  ration  care,  efforts  to  improve  quality  and  outcome 
assessment  to  eliminate  those  inappropriate  services  should  be  ac- 
celerated. This  can  best  be  achieved  through  funding  of  research 
and  the  quality  assessment  so  that  our  physicians  can  be  provided 
with  clinically  sound  guidance  as  to  what  is  appropriate  and  inte- 
grate that  into  their  services.  We  agree  with  the  PhysPRC's  recom- 
mendation for  continued  funding  in  this  area. 

One  potential — and  we  think  very  workable — solution  is  the  de- 
velopment of  practice  parameters.  The  AMA  is  taking  a  lead  role 
in  this  area  and  now  has  a  contract  with  RAND  Corp.  to  develop 
such  parameters.  Clearly  we  believe  that  this  type  of  approach  is 
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far  more  effective  in  reducing  inappropriate  care  than  will  expend- 
iture targets. 

The  AMA  has  long  supported  the  development  of  an  indemnity 
fee  schedule  based  on  a  resource-based  relative  value  scale.  We 
agree  with  the  Commission  that  the  Harvard  study,  if  corrected 
and  improved  as  discussed  in  our  report,  provides  the  basis  for  a 
Medicare  fee  schedule. 

The  AMA  supports  a  transition  over  a  number  of  years  to  move 
from  the  current  payment  method  to  the  new  fee  schedule  using  an 
RBRVS.  Given  the  available  data,  we  support  a  blended  transition 
to  arrive  at  an  RVS  fee  schedule  and  avoid  any  disruption  that 
may  develop  from  a  precipitous  conversion  to  a  new  system. 

That  approach  also  would  allow  for  monitoring  of  access  of  other 
issues  for  early  correction  if  needed.  In  updating  this  schedule,  we 
believe  the  medical  community  needs  to  be  directly  involved. 

We  appreciate  the  mention  of  AMA's  activity  and  statement  in 
the  PhysPRC  report.  However,  to  have  an  indemnity  schedule  that 
will  work,  we  need  to  make  sure  that  the  involvement  of  medicine 
and  of  the  AMA  is  one  of  substantial  involvement.  As  plans  for  im- 
plementation progress,  we  will  be  eager  to  discuss  this  important 
matter  in  greater  detail  with  this  committee  and  with  the  Commis- 
sion. 

On  the  issue  of  mandated  assignment,  the  AMA  supports  the 
Commission's  decision  not  to  recommend  mandated  assignment 
under  the  Medicare  program.  It  is  important  to  note  that  physician 
balance  billing  and  other  beneficiary  expense  responsibility  do  not 
represent  a  financial  barrier  to  needed  care.  The  record  also  clear- 
ly demonstrates  that  physicians  do  respond  to  their  patient's  eco- 
nomic circumstances  and  accept  assignment  in  a  vast  majority  of 
the  time,  in  1988  a  record  rate  of  78  percent. 

Policy  approaches  that  restrict  or  eliminate  physicians'  ability  to 
establish  fees  are  not  warranted  by  this  evidence.  When  one  stud- 
ies the  distribution  of  balance  bills  and  amount  of  actual  individual 
bills,  as  the  PhysPRC  has  done,  it  becomes  clear  that  there  simply 
is  not  an  adequate  justification  for  mandating  assignment  or  im- 
posing other  stringent  charge  restrictions  for  all  Medicare  benefici- 
aries. 

The  AMA  also  opposes  the  Commission's  recommendation  to  con- 
trol physicians'  fees  through  a  continuation  of  a  MA  AC  program. 
Controls  on  physician  fees  should  not  be  imposed  while  the  rest  of 
the  economy  is  unregulated.  Such  fee  controls  will  distort  the  pay- 
ment system  in  a  manner  similar  to  mandatory  assignment. 

It  also  must  be  realized  that  limits  on  balance  bills  will  pose  a 
financial  risk  to  the  Medicare  program.  Studies  on  the  effects  of 
cost  sharing  by  the  RAND  Corp.  and  by  the  CBO  indicate  that 
elimination  of  balance  billing  could  greatly  increase  Medicare  ex- 
penditures. And  you  have  as  an  attachment  a  statement  by  Profes- 
sor Baumol  and  11  other  economists  that  bears  this  out  as  well. 

In  conclusion  Mr.  Chairman,  the  Commission  has  done  a  great 
deal  of  good  work  in  the  last  year  and  we  commend  them  for  their 
activities.  Health  care  in  this  Nation,  however,  is  approaching  a 
crossroad.  And  the  choice  of  which  road  we  pursue  will  fashion  our 
health  care  system  into  the  21st  century.  We  urge  caution  so  that 
the  decisions  you  make  now  do  not  take  us  down  the  wrong  road,  a 


71 


road  where  Americans  have  to  line  up  and  wait  for  essential  care 
as  seen  in  the  expenditure  target  provinces  of  Canada  or  a  road 
that  denies  services  to  citizens  based  on  age  as  seen  in  Great  Brit- 
ain. 

The  choices  you  face  are  important  ones,  and  we  urge  you  to 
follow  the  direction  that  will  assure  that  the  physicians  of  this 
country  can  continue  our  ability  to  care  for  a  nation's  elderly  and 
disabled. 

Thank  you. 

[The  statement  of  Dr.  Painter  follows:] 
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STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 

to  the 

Subcommittee  on  Health 
Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 


Presented  by 
Joseph  T.  Painter,  MD 


RE:    Physician  Payment  Review  Commission 
Recommendations  for  1989 


March  21,  1989 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Joseph  Painter,  MD.     I  am  a  physician  in  the  practice  of 
Internal  Medicine  at  the  M.D.  Anderson  Cancer  Center  in  Houston,  Texas, 
and  I  am  the  Vice  Chairman  of  the  Board  of  Trustees  of  the  American 
Medical  Association.    With  me  today  is  Ross  N.  Rubin,  Director  of  the 
AMA's  Division  of  Legislative  Activities,  and  Mark  J.  Segal,  PhD, 
Director  of  the  AMA's  Department  of  Health  Care  Financing. 

The  AMA  appreciates  this  opportunity  to  discuss  the  recommendations 
adopted  by  the  Physician  Payment  Review  Commission  (PPRC)  at  its  meeting 
of  March  9-10,  1989.    Since  the  Commission's  full  report  is  not  expected 
to  be  available  until  late  April,  our  testimony  today  will  focus  on  the 
PPRC  recommendations  as  we  currently  understand  them.    We  will  be 
conducting  a  detailed  review  of  the  Commission's  1989  report  when  it 
becomes  available,  and  we  will  provide  this  Committee  with  our  additional 
views  at  that  time. 

Mr.  Chairman,  the  press  release  announcing  this  hearing  indicates 
that  the  major  issues  to  be  addressed  are:    rapid  increases  in  program 
costs,  high  out-of-pocket  costs  for  the  elderly,  and  significant 
inequities  in  payment  allowances.    As  indicated  in  the  PPRC's  recent 
testimony  to  the  Senate  Finance  Committee,  the  Commission  has 
recommendations  that  address  each  of  these  matters.    While  we  support 
many  of  these  recommendations  and  we  certainly  believe  that  this  proposal 
merits  close  review,  we  strongly  advise  against  endorsing  all  of  the  PPRC 
recommendations.    In  your  analysis  of  the  PPRC  recommendations,  we  urge 
you  to  consider  fully  our  views  and  activities  in  the  following  four 
major  areas:    volume  control  through  expenditure  targets;  mandated 
assignment;  fee  schedule  issues;  and  quality  and  outcome  assessment. 

As  a  prelude  to  our  more  detailed  analysis  on  these  important 
matters,  I  will  clearly  state  our  position: 

•     Expenditure  Targets  -  No  matter  how  this  proposal  is 
couched,  the  bottom  line  is  that  it  is  nothing  more 
than  a  system  of  implicit  rationing  of  health  care  to 
elderly  and  disabled  Americans.    The  AMA  vigorously 
opposes  the  concept  of  expenditure  targets. 
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•  Quality  and  Outcome  Assessment  -  The  AMA  is  taking  a 
lead  role  in  the  development  of  medical  practice 
parameters .We  support  the  Commission's  recommendation 
for  increased  funding  for  research  into  the  quality  of 
medical  care  and  outcomes  assessment. 

•  Indemnity  Payment  Schedule  -  The  AMA  strongly  supports 
the  development  of  an  indemnity  payment  schedule  for 
Medicare,  using  a  resource  based  relative  value 
schedule  (RBRVS). 

•  Medicare  Assignment  -  Given  the  promise  of  an  indemnity 
payment  schedule  to  exert  stronger  market  controls  on 
balance  billing,  and  especially  in  light  of  the 
prevalence  of  claim-by-claim  assignment,  the  AMA 
continues  to  oppose  proposals  to  mandate  assignment 
under  Medicare  to  all  enrol  lees,  rich  or  poor. 

EXPENDITURE  TARGETS 

The  Commission's  recommendation  calling  for  Medicare  expenditure 
targets  constitutes  a  radical  departure  from  our  nation's  commitment  in 
creating  the  Medicare  program  to  provide  the  elderly  with  all  necessary 
medical  and  other  acute  health  care.    It  will  replace  that  commitment 
with  an  implicit  system  of  economic  incentives  to  withhold  services  to 
meet  the  expenditure  target.     In  effect,  it  calls  upon  physicians  to  make 
the  rationing  decisions  for  society  on  a  case-by-case,  encounter-by- 
encounter  basis.    The  PPRC  recommendation  may  appear  to  be  a  painless  way 
to  hold  the  line  on  program  expenditures,  but  the  bottom  line  of  a 
decision  to  impose  expenditure  targets  is  the  creation  of  an  implicit 
system  to  ration  health  care.    A  national  target,  tied  arbitrarily  to  a 
formula  that  depends  heavily  upon  "a  decision  concerning  the  appropriate 
rate  of  increase  in  volume  of  services  per  enrol  lee"  rather  than  actual 
health  care  needs,  provides  the  starkest  possible  proof  of  this  point. 

In  addition  to  our  view  that  rationing  is  not  an  acceptable  direction 
to  reduce  Medicare  expenditures,  the  American  people  do  not  want 
rationing  of  health  care  for  the  elderly  and  disabled.    Publ ic  opinion 
surveys  consistently  find  that  the  American  people  want  to  cover  the 
health  care  needs  of  these  populations: 

•  In  response  to  a  1986  poll  conducted  for  NBC  News  and 
the  Wall  Street  Journal,  when  asked:    "To  help  reduce 
the  federal  budget  deficit,  would  you  favor  reduced 
benefits  for  Medicare  or  not?...  86%  answered  that  they 
opposed  reduced  Medicare  spending. 

•  In  response  to  a  1987  poll  conducted  for  ABC 
News/Washington  Post,  when  asked:    "Should  spending  for 
(the  Medicare  program  which  helps  reduce  health  care 
costs  for  the  elderly)  be  increased,  decreased  or  left 
about  the  same?". . .only  3%  called  for  decreased 
spending,  22%  called  for  spending  to  stay  the  same,  and 
74%  called  for  increased  spending. 

•  In  response  to  a  1988  poll  conducted  for  NBC  News/Wall 
Street  Journal,  when  asked:    "Do  you  want  to  see  the 
federal  government  spend  more  or  less  money  ...to 
provide  health  care  for  the  elder ly?" ...  only  5%  called 
for  less  spending,  and  83%  called  for  more  spending  to 
meet  the  health  care  needs  of  the  elderly. 

Establishing  a  nationwide  or  regional  system  of  expenditure  targets 
eventually  would  devolve  into  a  system  that  would  mirror  many  of  the  same 
problems  evidenced  in  those  Canadian  provinces  (British  Columbia,  Alberta 
and  Quebec)  that  limit  total  expenditures  for  medical  and  health 
services.    With  their  experience  as  a  model  for  what  could  happen  in  our 
country,  there  is  mounting  evidence  that  limiting  program  benefits 
through  expenditure  targets  will  result  in  medically  unacceptable  results. 
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As  recently  reported  in  the  Canadian  press,  their  health  system  is 
starting  to  deteriorate  and  rationing  is  now  being  openly  discussed. 
According  to  the  Canadian  weekly  newsmagazine  MacTean' s  (February  13, 
1989)  patients  have  died  after  long  waits  for  needed  surgery  and  elderly 
patients  in  Montreal  hospitals  are  being  kept  in  diapers  because  nurses 
do  not  have  time  to  help  them  go  to  a  bathroom.    Other  examples  from 
these  provinces  present  a  telling  story: 

•  The  wait  in  Vancouver  for  psychiatric,  neurosurgical  or 
routine  orthopedic  consultation  is  1  -  3  months,  6-9 
months  for  cataract  extraction,  2-4  years  for  corneal 
transplantation,  and  6-18  months  for  admission  to  a 
long  term  placement  bed. 

•  Many  waiting  lists  in  the  province  of  Quebec  for 
angiograms  are  six  months  long. 

•  The  wait  in  the  province  of  Quebec  for  coronary  artery 
bypass  surgery  is  8  -  9  months. 

•  Montreal  and  Vancouver  emergency  departments  often  have 
no  capacity  to  handle  new  patients. 

•  In  all  of  Canada,  there  are  only  11  hospitals  that  are 
capable  of  performing  open  heart  surgery  (793  in  the 
U.S.),  14  hospitals  capable  of  performing  organ 
transplants  (319  in  the  U.S.),  and  only  12  hospitals 
have  magnetic  resonance  imaging  (MRI)  equipment  (there 
are  no  MRI  facilities  outside  of  hospitals  in  Canada). 
[Canadian  figures  are  from  1988  and  U.S.  figures  are 
from  1987.] 

Based  on  the  Canadian  experience,  we  do  not  believe  that  Congress 
should  experiment  on  our  elderly  population  with  this  type  of  proposal. 
Such  a  system  is  unprecedented  in  the  United  States  and  holds  very  real 
risks  for  our  elderly  and  disabled  patients.     In  the  PPRC's  testimony 
before  the  Senate  Finance  Committee,  they  recommended  that  target  rates 
of  increase  for  the  first  few  years  of  using  such  targets  "not  depart 
substantially  from  baseline  rates  of  increase."    We  applaud  this  prudent 
recommendation  by  the  Commission,  and  we  believe  that  it  only  proves  our 
point  regarding  the  substantial  potential  risks  that  expenditure  targets 
pose  for  Medicare  beneficiaries.    We  urge  you  to  reject  this  approach. 

We  also  believe  that  concern  about  the  continued  growth  in  part  B  are 
overstated.    Insufficient  consideration  has  been  given  to  some  of  the 
very  real  factors  that  have  led  to  this  increase  — including  the  shift  of 
services  from  inside  hospitals  to  hospital  outpatient  departments  (See 
the  attached  chart,  Appendix  I,  which  demonstrates  where  the  greatest 
part  of  Part  B  growth  has  occurred.)  caused  by  both  the  hospital 
prospective  payment  system  (PPS)  and  the  continued  evolution  of 
technology  that  has  allowed  many  more  and  highly  complex  procedures  to  be 
done  safely  on  an  outpatient  rather  than  an  inpatient  basis. 

Recent  policy  debates  regarding  the  volume  and  appropriateness  of 
care  provided  to  Medicare  beneficiaries  have  increasingly  reflected  a 
perception  that  there  is  a  broad  "volume  problem,"  and  suspect  physician 
behavior  often  is  alluded  to  as  a  primary  cause  of  this  problem.    As  a 
result  of  this  perception,  there  has  been  growing  interest  in  complex 
regulatory  policies  to  achieve  budget  savings  through  controlling  volume 
growth  and  reducing  levels  of  unnecessary  care.    Although  the  AMA  fully 
supports  the  elimination  of  unnecessary  care  — and  we  only  wish  that  all 
of  the  needed  savings  could  be  generated  by  such  a  simple  solution —  the 
truth  of  the  matter  is  that  physicians  are  not  causing  vast  unnecessary 
program  expenditures.    The  major  factors  that  have  contributed  to  program 
growth  include: 

•       Improved  techniques  and  technology  that  make 

consumption  of  medical  care  easier,  safer,  and  more 
accessible; 
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•  Patients  being  provided  more  and  better  information 
about  the  benefits  of  medical  care,  especially 
preventive  services  and  procedures;  and 

•  the  cost-sharing  provisions  of  Part  B  have  eroded, 
resulting  in  increased  demand  for  medical  care. 

(A  detailed  analysis  on  this  issue  is  attached  to  this  statement  as 
Appendix  II . ) 

QUALITY  AND  OUTCOME  ASSESSMENT 

Rather  than  ration  care,  efforts  to  improve  quality  and  outcome 
assessment  to  eliminate  unnecessary  or  inappropriate  services  should  be 
accelerated.    This  goal  can  best  be  achieved  though  funding  of  research 
into  quality  assessment  so  that  clinically  sound  guidance  can  be  provided 
to  physicians  to  integrate  into  their  practices.    We  agree  with  the 
Commission  in  its  recommendation  for  increased  funding  in  this  area.  We 
believe  that  the  focus  of  such  research  should  be  within  the  office  of 
the  HHS  Assistant  Secretary  for  Health.    We  also  support  improved 
utilization  review.    Such  research  and  information  transfer  will  benefit 
patients  and  Medicare  itself  and  enable  the  program  to  continue  to  meet 
its  commitment  to  the  elderly. 

The  American  Medical  Association  acknowledges  that  appropriateness  of 
care  is  directly  related  to  the  issue  of  volume.    We  believe  that  review 
of  care,  to  be  successful,  must  be  based  on  physician-developed 
appropriateness  criteria  and  on  coverage  decisions  that  preserve  patient 
access  to  quality  medical  care.    When  utilization  management  programs  are 
not  run  properly,  the  provision  of  qual ity  health  care  to  program 
beneficiaries  is  compromised.    Too  often,  reviewers  with  little  or  no 
clinical  training  are  given  authority  to  deny  claims  as  "not  medically 
necessary."    As  we  have  seen,  some  carriers  actually  deny  claims  on  the 
basis  of  "screen  failure"  alone  without  necessary  claims  development. 

One  potential  and  we  think  workable  solution  to  help  assure  the 
provision  of  high  quality  care  is  the  development  of  practice 
parameters.    The  AMA  strongly  supports  the  development  of  clinically 
relevant  parameters  that  are  designed  to  assure  thai;  patients  receive 
appropriate  medical  care.    Through  our  Office  of  Quality  Assurance  and 
Assessment,  the  AMA  is  taking  the  lead  role  in  clinical  appropriateness 
initiatives.    The  Association  has  entered  into  a  landmark  agreement  with 
the  RAND  Corporation  to  develop  practice  parameters  that  will  have  a 
major  impact  on  the  future  practice  of  medicine.     (A  copy  of  this 
agreement  is  attached  as  Appendix  III.)    The  AMA  is  also  working  with  the 
national  medical  specialty  societies  to  refine  research  methodologies  and 
develop  dissemination  techniques  to  provide  useful  and  educational 
information  to  practicing  physicians.    Clearly,  medicine  does  not  require 
punitive  expenditure  targets  to  act  effectively  and  responsibly  to  reduce 
inappropriate  care.    We  expect  results  from  this  project  beginning  in 
1989. 

FEE  SCHEDULE  ISSUES 

The  AMA  has  long  supported  the  development  of  an  indemnity  payment 
schedule  using  a  resource  based  relative  value  scale  (RBRVS).     In  fact, 
at  one  time  the  AMA  sought  to  develop  such  a  study  under  contract  to  the 
Department  of  Health  and  Human  Services  —  only  to  be  told  that  such  an 
activity  would  violate  federal  anti-trust  laws.    Since  we  felt  that 
physician  involvement  in  the  development  of  an  RBRVS  was  absolutely 
necessary  to  assure  its  accuracy  and  acceptance  by  the  profession,  the 
AMA  supported  the  project  undertaken  by  Professor  Hsiao  at  Harvard 
University  and  we  acted  as  a  subcontractor  to  the  Harvard  team.    We  have 
undertaken  a  detailed  review  of  the  Harvard  report  and  have  attached  that 
review  to  our  this  statement. 

We  agree  with  the  Commission  that  the  study  provides  the  basis,  if 
corrected  and  improved  as  discussed  in  our  paper,  for  a  Medicare  payment 
schedule  and  we  are  gratified  that  the  PPRC  has  agreed  with  that 
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conclusion.    We  also  are  in  general  agreement  with  the  Commission's 
specific  recommendations  on  practice  costs,  recognition  of  professional 
liability  insurance  premium  differentials,  creation  of  global  surgical 
packages,  specialty  differentials,  use  of  the  Harvard  methodology  for 
extrapolation  and  cross  specialty  links,  inclusion  of  all  medical 
specialties  within  a  unified  RVS  (including  radiology  and 
anesthesiology),  and  the  use  of  multipliers  to  reflect  geographic 
differences  in  practice  costs. 

Initial  Conversion  Factor 

We  also  believe  that  in  converting  to  a  new  fee  schedule  that  the 
initial  conversion  factor  (used  to  establish  the  actual  payments)  should 
be  established  as  at  least  budget  neutral  with  regard  to  current  services 
projections  and  should  not  be  used  as  a  means  of  making  arbitrary  budget 
cuts . 

Transition 

The  AMA  supports  a  transition  over  a  number  of  years  to  move  from  the 
current  CPR  methodology  to  a  new  fee  schedule  using  an  RBRVS.  Given 
available  data,  we  have  supported  a  blended  transition  from  CPR  to  an 
RBRVS  fee  schedule  as  the  most  promising  approach  to  avoid  any  disruption 
that  may  develop  from  a  precipitous  conversion  to  a  new  system.    It  would 
also  allow  for  monitoring  of  access  and  other  issues  for  early 
correction.    We  understand  that  the  PPRC  has  recommended  an  approach 
that,  although  not  using  an  explicit  blending  method,  is  consistent  with 
the  basic  rationale  for  a  blend.    We  plan  to  study  the  Commission's 
proposal  closely,  particularly  with  respect  to  the  potential  problems 
inherent  with  beginning  a  transition  prior  to  the  completion  of  a  final 
RBRVS  and  allowing  only  two  years  for  the  transition. 

Updating  the  Schedule 

The  AMA  believes  that,  for  any  fee  schedule  to  work  in  the  future  for 
the  benefit  of  both  patients  and  physicians,  the  medical  community  needs 
to  be  directly  involved.    We  appreciate  the  fact  that  the  PPRC  has 
recognized  that  there  is  a  role  for  the  AMA  in  this  activity.  However, 
for  the  indemnity  payment  schedule  to  be  effective  well  into  the  future, 
we  believe  that  such  a  role  needs  to  be  one  of  substantial  involvement. 
The  AMA  stands  ready,  willing  and  able  to  provide  such  a  role  and  we  urge 
the  Commission  and  the  Congress  to  seriously  consider  the  active 
involvement  of  physicians  in  any  updating  process  and  the  role  that  the 
AMA  is  uniquely  qualified  to  provide  to  assure  physician  input  and 
clinical  direction.    We  are  eager  to  discuss  this  important  matter  with 
this  Committee  and  the  Commission  as  legislation  is  developed  to 
establish  the  fee  schedule. 

The  Commission  has  articulated  a  general  position  on  updating  the  fee 
schedule.    We  are  very  concerned  that  their  proposal  to  update  the 
conversion  factor  through  a  narrow  formula  tied  to  a  harsh  expenditure 
target  has  the  potential  to  provide  grossly  inadequate  conversion  factor 
updates . 

MANDATED  ASSIGNMENT 

The  AMA  supports  the  Commission's  decision  to  not  recommend  mandated 
assignment  under  the  Medicare  program.    As  you  well  know,  mandated 
assignment  would  require  physicians  to  accept  the  Medicare  allowed  amount 
as  payment  in  full  regardless  of  the  excellence  or  unique  nature  of  the 
services  provided  or  the  ability  of  the  patient  to  pay  the  physician's 
regular  charge  for  the  service. 

Medicare  already  substantially  discounts  physicians'  fees.    The  gap 
between  Medicare  allowed  amounts  and  physician's  regular  fees  has  grown 
from  10%  in  1970  to  the  current  approximate  level  of  27%.    In  otherwords, 
years  of  budget  cuts  and  regulation  have  left  Medicare  paying  only  73%  of 
physicians'  regular  fees.    Nevertheless,  physician  acceptance  of 
assignment  has  continued  to  increase  to  all-time  record  highs.    The  fact 
that  close  to  80%  of  charges  for  physician  services  are  assigned 
demonstrates  that  physicians  are  responsible  to  their  patients' 
situations . 
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In  any  discussion  of  mandatory  assignment,  it  must  be  realized  that 
the  total  a  physician  may  bill  a  patient  between  the  allowed  amount  and 
the  maximum  allowable  actual  charge  represents  only  a  small  percentage  of 
the  total  out-of-pocket  expenses  a  Medicare  beneficiary  may  experience. 
HCFA  estimates  average  out-of-pocket  costs  of  about  $600  in  1987  per  aged 
beneficiary  for  Part  B  services,  balance  billing  amounts  accounted  for 
about  only  18%;  while  co-insurance  amounts  accounted  for  approximately 
32%,  deductibles  accounted  for  approximately  12%,  and  premiums  accounted 
for  approximately  38%  of  patient  financial  liability.     (See  attached 
chart,  Appendix  IV.) 

It  is  also  important  to  note  that  physician  balance  billing  and  other 
beneficiary  expense  responsibilities  does  not  represent  a  financial 
barrier  to  needed  care.    The  data  from  the  PPRC's  beneficiary  survey 
report  that  only  6.4%  of  respondents  did  not  seek  care  during  the 
previous  year  because  of  the  cost,  with  only  3.1%  putting  off  treatment 
for  a  serious  condition.    Only  0.2%  reported  being  actually  denied  care 
for  financial  reasons  (including  deductible,  co-insurance  and  balance 
billing).    Although  any  delay  in  seeking  treatment  due  to  financial 
considerations  is  worrisome,  these  numbers  do  not  suggest  that  balance 
bills  exert  a  negative  impact  on  access. 

This  record  clearly  demonstrates  that  physicians  do  care  about  their 
patients'  economic  circumstances  and  accept  assignment  a  vast  majority  of 
the  time.    The  AMA  encourages  physicians  to  take  their  patients'  economic 
status  into  account  and  data  show  that  they  do.    An  Urban  Institute  study 
summarized  evidence  that  physicians  are  more  likely  to  assign  claims  in 
low-income  areas.    The  Physician  Payment  Review  Commission's  physician 
survey  revealed  that  patients  over  age  75  were  more  likely  to  have  claims 
assigned,  and  that  claims  are  more  likely  to  be  assigned  if  the  patient 
lacked  supplementary  insurance.    Another  PPRC  analysis  found  that 
voluntary  assignment  rates  were  higher  for  poor  patients  than  for 
better-off  ones.    Consider  the  following  points  from  the  PPRC  surveys: 

•  For  individuals  with  a  regular  source  of  care,  the  PPRC 
beneficiary  survey  reported  that  the  voluntary 
assignment  rate  (excluding  Medicaid)  from  the  patient's 
regular  physician  was  56%,  and  68%  on  the  last  visit 
with  a  specialist.    The  physician  survey  found  that  of 
non-participating  physicians,  85%  routinely  accepted 
assignment  for  some  of  their  patients,  regardless  of 
the  service  provided,  and  that  95%  of  these  physicians 
consider  the  patients  financial  status  in  this  decision. 

•  When  beneficiaries  were  asked  whether  they  were 
actually  balance  billed  on  their  most  recent  bill,  only 
17%  indicated  that  they  had  been,  with  those  over  age 
85  and  those  below  200%  of  the  poverty  level  least 
likely  to  have  received  such  a  bill. 

•  A  PPRC  analysis  of  1987  data  from  eight  states  found 
that  3%  of  patients  had  annual  balance  bills  exceeding 
$500,  that  52%  had  no  balance  billing  liability  and  30% 
had  balance  bills  of  $50  or  less.    Even  among  those 
patients  with  more  than  $5,000  in  annual  Medicare 
allowed  charges,  the  majority  had  $50  or  less  in 
balance  bills. 

Policy  approaches  that  restrict  or  eliminate  physicians'  ability  to 
establish  their  fees  are  not  warranted.    When  one  studies  the 
distribution  of  balance  bills  and  the  actual  amount  of  individual  bills, 
as  the  PPRC  has,  it  becomes  clear  that  there  simply  is  not  a  large  enough 
number  of  persons  who  are  experiencing  substantial  financial  problems 
from  balance  bills  to  justify  mandating  assignment  or  imposing  stringent 
charge  restriction  for  all  Medicare  beneficiaries. 

With  a  Medicare  fee  schedule,  the  problems  of  mandatory  assignment 
would  be  compounded  because  such  a  fee  schedule  will  not  reflect 
differences  in  quality,  amenities  and  other  factors  that  make  up  the 
service.    Without  the  ability  to  balance  bill,  there  will  be  no 
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recognition  of  experience  or  other  special  abilities.    The  remuneration 
for  a  physician  on  his  or  her  first  day  of  practice  for  a  service  will  be 
the  same  as  for  a  highly  skilled  practitioner  with  decades  of  practice 
and  experience. 

For  many  of  the  same  reasons,  we  oppose  the  Commission's 
recommendation  to  control  physicians  fees  through  a  continuation  of  a 
Maximum  Actual  Allowable  Charge  program.    Controls  on  physician  fees 
should  not  be  imposed  while  the  rest  of  the  economy  is  unregulated.  Such 
fee  controls  encourage  utilization  by  keeping  the  price  of  medical 
services  low  to  consumers  and  do  not  reflect  increases  in  the  costs  of 
services  that  physicians  must  pay  in  the  uncontrolled  market.    They  will 
distort  the  payment  system  in  a  manner  similar  to  mandatory  assignment. 
We  believe  that  the  MAAC  program  should  be  allowed  to  terminate  as 
Congress  intended. 

It  also  must  be  realized  that  limits  on  balance  bills  will  pose  a 
financial  risk  to  the  Medicare  program.    Studies  on  the  effects  of 
cost-sharing  by  the  RAND  Corporation  and  the  Congressional  Budget  Office 
indicate  that  elimination  of  balance  billing  could  greatly  increase 
Medicare  expenditures.     (Price  controls  also  carry  other  substantial 
risks,  as  pointed  out  by  eleven  prominent  economists  in  the  attached 
Appendix  V. ) 

Finally,  let  me  expand  on  the  AMA's  efforts  in  encouraging  physicians 
to  consider  their  patients  economic  status  in  the  assignment  decision. 
There  are  currently  34  state  medical  society  voluntary  assignment 
programs  either  underway  or  in  development.    Additionally,  there  are 
numerous  county  programs  in  effect,  many  in  areas  without  state  programs. 

CONCLUSION 

Mr.  Chairman,  the  Commission  has  done  a  lot  in  the  last  year  and  we 
commend  them.    As  I  have  discussed,  we  agree  with  many  of  their 
recommendations  but  we  also  disagree  with  certain  significant  proposals. 
Health  care  in  this  nation  is  approaching  a  crossroads  and  the  choice  of 
which  road  we  pursue  will  fashion  our  health  care  system  for  the  American 
people  into  the  21st  century.    We  urge  caution  so  that  the  decisions  you 
make  now  do  not  take  us  down  the  wrong  road  — a  road  where  Americans  have 
to  line  up  and  wait  for  essential  care  as  seen  in  the  expenditure  target 
provinces  of  Canada,  or  a  road  that  denies  services  to  citizens  based  on 
age  as  seen  in  Great  Britain. 

The  choices  you  face  are  important  ones,  and  we  urge  you  to  follow 
the  directions  that  will  assure  continued  our  ability  to  care  for  our 
nation's  elderly  and  disabled. 
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Appendix  I 

Medicare  Part  B  Spending 
By  Type  of  Service 


Physician 


Outpatient  hospital  16%  Outpatient  hospital 
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APPENDIX  II 

MEDICARE  PART  B  EXPENDITURES 
ANALYSIS  OF  GROWTH 

INTRODUCTION 

Part  B  of  Medicare  covers  physician  services  and  a  variety  of  other 
health  care  services,  such  as  laboratory  and  outpatient  hospital  services. 
Disbursements  for  the  Part  B  program  have  been  the  fastest  growing  non- 
defense  expenditure  item  in  the  federal  budget  in  this  decade,  having 
increased  an  average  16.3  percent  annually  between  1980  and  1987. 

Even  after  inflation  in  medical  care  prices  has  been  taken  into 
account,  total  real  disbursements  increased  at  a  7.4  percent  average 
annual  rate.    Growth  in  the  enrolled  Medicare  population  of  1.9  percent 
per  year  accounts  for  only  a  small  amount  of  the  real  growth.  The 
"residual"  component  of  the  inflation-adjusted  growth  that  is  not 
explained  by  beneficiary  demographics  (5.5  percent)  is  broadly  attributed 
to  increases  in  "volume"  of  services  per  eligible  beneficiary  and  to 
increased  "intensity"  of  services;  i.e.  more  services  per  visit. 

This  report  concerns  that  residual  component  of  outlay  growth  not  due 
to  price  inflation  or  enrol  lee  increase,  with  special  emphasis  on  the 
underlying  factors  responsible  for  the  growth. 


COMPONENTS  OF  PART  B  OUTLAYS 

An  accounting  adjustment  gives  a  truer  picture  of  cost  growth  in  the 
Part  B  program.    The  usual  practice  of  focusing  on  cost  per  enrol  lee 
overstates  the  growth  in  "volume  and  intensity"  when  the  proportion  of 
enrol  lees  who  actually  receive  services  is  also  growing.    Analyzing  costs 
on  a  per  enrollee  basis  results  in  confusing  the  increased  number  of 
users  as  part  of  the  increase  in  volume  per  enrollee.    According  to  the 
General  Accounting  Office,  the  number  of  persons  served  per  1000 
enrol  lees  increased  by  about  16  percent  between  1980  and  1986  (United 
States  General  Accounting  Office,  1988).    This  means  that  growth  in  real 
outlays  per  service  recipient  was  3.0  percent  per  year. 

To  better  understand  the  nature  of  Part  B  expenditures,  it  should  be  . 
kept  in  mind  that: 

•  physician  services  are  about  60  percent  of  total  Part  B 
allowed  charges; 

•  outpatient  hospital  department  (0PD)  services  are  about  28 
percent  of  total  allowed  charges;  and 

•  0PD  allowed  charges  grew  an  average  of  30  percent  per  year 
compared  to  13  percent  for  physician  services  from  1980  to 
1986. 

These  figures  show  that  outpatient  hospital  services  are  a  substantial 
component  of  the  Part  B  program  and  contributed  more  to  expenditure  in- 
creases than  physician  services  in  recent  years. 

A  recently  completed  study  of  Medicare  claims  data  for  five  states 
for  the  years  1983  through  1985  reached  the  following  conclusions  (West 
et  al.,  1988): 

•  the  major  sources  of  growth  in  0PD  services  have  been  ex- 
panding use  of  0PD  surgery  and  growth  in  the  proportion  of 
eligibles  receiving  services; 

•  the  expanding  use  of  0PD  surgery  has  resulted  in  increasing 
the  average  allowed  charge  per  service  across  all  services, 
a  common  measure  of  "intensity;"  and 
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•       aggregate  upcoding  explains  only  a  small  percentage  (4%)  of 
the  total  increase  in  Part  B  allowed  charges. 

These  findings  suggest  that  the  high  rate  of  Part  B  expenditure  growth  is 
primarily  confined  to  hospital  outpatient  departments,  that  patient 
demand  has  played  a  significant  role,  and  that  the  extent  of  visit  and 
procedure  upcoding  is  far  less  than  has  previously  been  speculated  by 
some  analysts. 


CAUSES  OF  INCREASED  VOLUME  AND  INTENSITY 

In  the  past  year,  research  based  on  new  sources  of  data  has  begun  to 
replace  speculation  with  documentation  on  the  causes  of  Part  B  volume/ 
intensity  growth.    Research  findings  fall  into  four  broad  areas: 

•  patient  demand; 

•  technical  innovations  in  outpatient  services; 

•  third-party  reimbursement  practices;  and 

•  trends  in  physician  supply. 

At  a  recent  research  conference  on  Part  B  volume  growth  held  by  the 
Leonard  Davis  Institute  for  Health  Economics  of  the  University  of  Penn- 
sylvania and  jointly  sponsored  by  the  AMA,  there  was  much  agreement  among 
economists  that  the  nature  of  volume  increases  evident  in  this  new  in- 
formation is  largely  a  manifestation  of  increases  in  patient  demand. 
Demand  effects  may  be  broadly  separated  into  two  categories:  factors 
that  lower  price  to  the  patient  at  the  point  of  service;  and  non-price 
factors  that  increase  the  amount  of  services  demanded  at  a  given  price. 
Specific  research  findings  include: 

•  Over  the  1980-87  period,  legislation  raised  the  Part  B  de- 
ductible only  once  and  increases  in  premiums  were  offset  to 
a  large  extent  by  patient  savings  due  to  the  increase  in 
assignment  rates  (United  States  General  Accounting  Office, 
1988). 

•  The  40-month  fee  freeze  of  1983-1987  allowed  inflation  to 
erode  the  real  price  of  services,  as  has  the  subsequent  MAAC 
program  which  has  held  fee  increases  below  inflation. 

•  The  prevalence  of  medigap  insurance,  which  typically 
provides  nearly  first-dollar  coverage,  eliminates  the 
constraints  on  unnecessary  use  intended  to  result  from 
Medicare's  cost-sharing  provisions.    As  a  result,  use  of 
Medicare-covered  services  is  higher  than  it  would  otherwise 
be,  and  most  of  the  costs  of  the  additional  services  used 
are  paid  by  Medicare  rather  than  by  medigap  insurers.  The 
effect  of  medigap  coverage  for  the  typical  Medicare-not- 
Medicaid  enrol  lee  is  to  increase  use  of  both  physician  and 
hospital  services  by  about  24  percent.    Over  80  percent  of 
aged  Medicare  enrol  lees  had  either  medigap  insurance  or 
Medicaid  coverage  in  April  1984  (Christensen  et  al .  ,  1987). 

•  As  a  group,  the  elderly  are  economically  better  off  than  the 
younger  working-age  population.     In  1986,  the  average  net 
worth  of  households  with  head  of  households  between  65  and 
74  years  of  age  was  $249,844,  compared  to  $152,391  for 
households  with  head  of  household  between  45  an  64,  and 
$56,563  for  households  with  head  between  25  and  44.  The 
greater  wealth  of  elderly  households  would  be  expected  to 
contribute  to  a  greater  demand  for  health  care  services. 
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•  Medicare  patients  are  becoming  more  aggressive  consumers  of 
medical  care  and  more  knowledgeable  about  the  availability 
and  benefits  of  new  technology  and  procedures.    For  example, 
in  the  four  months  following  President  Reagan's  cancer 
surgery  in  1985,  an  estimated  73,000  additional  colonoscopies 
were  performed  on  Medicare  patients  (McMenamin,  1988). 

•  The  biggest  source  of  increase  in  approved  charges  per  en- 
rol lee  in  recent  years  has  come  from  outpatient  surgery. 
The  convenience  of  the  outpatient  setting  significantly 
lowers  the  time  price  and  the  psychic  cost  to  patients, 
affecting  demand  similar  to  a  reduction  in  money  price  and 
resulting  in  a  substantial  net  increase  in  the  numbers  of 
such  procedures  (West  et  al. ,  1988). 

Improvements  in  the  provision  of  medical  services  has  proceeded  apace 
on  several  fronts  and  are  making  the  consumption  of  medical  care  easier, 
safer,  and  more  accessible. 

•  Clinical  innovations  in  outpatient  procedures,  as  for 
example  in  cataract  surgeries  and  endoscopies  of  the 
digestive  system,  have  resulted  in  better  products  and 
allowing  the  physician  to  do  more. 

•  As  a  result,  outpatient  services  are  in  fact  increasing  the 
cost  of  U.  S.  health  care  in  the  private  as  well  as  public 
sectors;  the  Blue  Cross  and  Blue  Shield  Association  found 
that  the  number  of  outpatient  visits  per  thousand  people 
covered  jumped  26  percent  between  1981  and  1987  and  the  cost 
per  visit  rose  88  percent  (Raynor,  1989). 

•  While  the  number  of  visits  per  person  has  remained  rela- 
tively stable,  the  length  of  visits  and  the  number  and  types 
of  services  provided  has  increased:  specific  examples  are 
found  in  cardiology,  thoracic  surgery,  gastro-  enterology, 
and  ophthalmology.  (Mitchel 1  et  al. ,  1988) 

The  insurance  industry  has  been  responsible  for  contributing  to  the 
shift  to  outpatient  care.    Most  insurance  companies  reimburse  100  percent 
for  outpatient  care  and  80  percent  for  inpatient  care.     (Blue  Cross  and 
Blue  Shield,  however,  continues  to  reimburse  80  percent  for  procedures 
regardless  of  where  they  are  performed.)    It  is  natural  for  patients  to 
seek  out  the  lowest-cost  care  setting. 

The  increasing  physician  supply  has  resulted  not  only  in  increased 
access  but  a  reduction  in  prices  of  physician  services  as  evidenced  by 
the  increasing  numbers  of  salaried  physicians  and  increasing  physician 
participation  in  PPOs  and  acceptance  of  discounted  fee-for-service 
payment  (Fa lk  and  Langwell,  1988). 


PART  A  VERSUS  PART  B 

Proposed  federal  budgets  for  both  Part  A  and  Part  B  were  cut  sub- 
stantially by  the  successive  budget  reconciliation  bills  enacted  during 
the  1980s.    The  sum  of  the  budget  savings  estimated  by  HCFA  for  0RA, 
0BRA-81,  TEFRA,  DEFRA,  COBRA,  and  0BRA-86  is  approximately  $18.2  billion 
for  Part  A  and  $13.4  billion  for  Part  B  (United  States  General  Accounting 
Office,  1988).    This  represents  a  6.9  percent  reduction  in  cumulative 
Part  A  outlays  and  a  10.9  percent  reduction  in  cumulative  Part  B  outlays. 
Thus,  relative  to  the  respective  program  sizes,  Part  B  was  cut  about  one 
and  one-half  times  more  than  Part  A. 

Nevertheless,  Part  A  spending  growth  in  the  1980s  has  been  well  below 
its  trend  in  the  1970s;  in  contrast,  Part  B  growth  has  been  about  the 
same.    The  hospital  industry  has  clearly  been  affected  by  these  Part  A 
cuts,  especially  in  rural  areas.    The  cost-saving  effects  of  the  budget 
acts  have  been  offset  by  increased  utilization  of  Part  B  services:  40 
percent  for  0PD  services  and  15  percent  for  physician  and  other  Part  B 
services . 
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CONCLUSION 

In  many  ways,  the  growth  in  Part  B  outlays  reflects  the  success  of 
medicine  in  making  available  more  and  better  care  to  the  patient,  which 
in  turn  has  led  to  increased  consumption  of  medical  care: 

•  Improved  techniques  are  making  consumption  of  medical  care 
easier,  safer,  and  more  accessible; 

•  Patients  are  being  provided  more  and  better  information 
about  the  benefits  of  medical  care,  especially  preventive 
services  and  procedures;  and 

•  More  options  are  being  made  available  to  patients,  espe- 
cially outpatient  alternatives  to  inpatient  procedures, 
affording  them  wider  choice  among  alternative  approaches  to 
managing  medical  problems  which  they  may  choose  based  on 
personal,  subjective  criteria. 

At  the  same  time,  erosion  of  the  cost-sharing  provisions  of  Part  B 
has  also  resulted  in  increased  growth  in  demand: 

•  Constraining  fees  by  limiting  MEI  updates,  freezing  fees, 
and  imposing  MAACs  has  resulted  in  real  growth  in  allowed 
charges  per  service  below  the  rate  of  inflation; 

•  Medicare  allowed  charges  are  now  less  than  80  percent  of 
physicians'  usual  fees;  and 

•  The  increasing  prevalence  of  medigap  insurance  and  accep- 
tance of  assignment  neutralizes  cost-sharing  requirements. 
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APPENDIX  III 


THE  AHA/RAND  CLINICAL  APPROPRIATENESS  INITIATIVE 
MEMORANDUM  OF  AGREEMENT 


The  American  Medical  Association  and  The  RAND  Corporation  have 
established  a  cooperative  project  to  improve  the  health  of  the  American 
people  by  developing  a  process  to  identify  appropriate  care  and  reduce 
inappropriate  care. 

This  project  will: 

1.  Establish  a  system  to  develop  appropriateness  criteria  for 
selected  medical  and  surgical  procedures,  diagnoses  and 

conditions. 

2.  Develop  clinically  relevant  practice  guidelines  based  upon  the 
appropriateness  criteria. 

3.  Disseminate  these  practice  guidelines  to  assist  physicians  in 
clinical  decision-making. 

4.  Evaluate  the  effectiveness  of  the  project  in  improving  the 
appropriateness  of  medical  care. 

RAND  plans  to  conduct  its  activities  in  collaboration  with  a 
consortium  of  academic  medical  centers.    The  AHA  plans  to  conduct 
its  activities  in  collaboration  with  the  national  medical  specialty 
societies,  state  and  local  medical  societies. 


Project  Plan 

This  project  will  consist  of  eight  major  activities: 

1.  Production  of  appropriateness  criteria  for  selected  medical  and 
surgical  procedures,  using  existing  methods. 

2.  Research  to  improve  the  methodology  to  develop  appropriateness 
criteria  for  medical  and  surgical  procedures. 

3.  Research  and  development  regarding  diagnosis-based  and/or  condition- 
based  appropriateness  criteria. 

4.  Production  of  appropriateness  criteria  for  additional  procedures, 
diagnoses  and  conditions. 

5.  Development  of  practice  guidelines  based  on  the  appropriateness 
criteria. 

6.  Development  and  testing  of  methods  for  dissemination  and  uqe  of  the 
practice  guidelines. 


7.  Research  to  evaluate  the  effectiveness  of  the  project  in  improving 
the  appropriateness  of  medical  care. 

8.  Development  of  a  system  for  maintaining  and  updating  the  appropriate- 
ness criteria  and  the  practice  guideline*. 


Institutional  Responsibilities 

RAND  will  have  responsibility  for  the  research  on  and  development  of 
appropriateness  criteria,   and  the  AHA  will  serve  in  an  advisory  capacity 
on  that  activity.     The  AMA  will  have  responsibility  for  the  development 
atid  dissemination  of  practice  guidelines  based  on  the  appropriateness 
criteria,  and  RAND  will  serve  in  an  advisory  capacity  on  that  activity. 
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APPENDIX  IV 


AVERAGE  ESTIMATED  OUT-OF-POCKET  COSTS  PER  AGED 
ENROLLEE  FOR  COVERED  PART  B  SERVICES 
SELECTED  YEARS:  1975-1987 


SOURCE:     HEALTH  CARE  FINANCING  ADMINISTRATION 
OFFICE  OF  THE  ACTUARY,  DIVISION  OF  COST  ESTIMATES 
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PRICE  CONTROLS— AN 
INAPPROPRIATE  PRESCRIPTION 
FOR  THE  RISING  COST  OF  MEDICAL  CARE 


During  the  last  several  decades,  the  costs  of  medical  services  have  been  rising 
at  a  rate  persistently  more  rapid  than  that  of  the  general  price  level.  This 
constitutes  a  real  and  very  urgent  problem  for  the  poor  in  general,  and  for  the 
elderly  poor  in  particular.  But  it  is  a  problem  which  cannot  be  solved  by  legislation 
which  seeks  to  declare  its  symptoms  illegal.  Recent  proposals  undertaking  to 
impose  ceilings  on  the  fees  that  doctors  would  be  permitted  to  charge  their 
Medicare  patients  amount  to  the  imposition  of  a  system  of  price  controls.  As  with 
most  price  control  measures,  these  proposals  are  not  only  likely  to  fail  to  achieve 
their  objective,  but  are  apt  to  impose  a  costly  burden  upon  the  very  persons  whose 
interests  they  would  attempt  to  protect. 

In  common  with  many  other  personal  services,  such  as  education,  the 
performing  arts,  and  a  variety  of  services  performed  by  state  and  local 
governments,  the  costs  and  prices  of  medical  services  have  indeed  risen  at  rates 
substantially  higher  than  the  economy's  overall  rate  of  inflation.  During  the  40- 
year  period  since  1947,  according  to  U.S.  government  statistics,  in  constant 
dollars,  the  price  of  a  visit  to  a  doctor's  office  has  risen  some  1 50  percent,  the  cost 
of  elementary  education  per  pupil  per  day  has  risen  about  300  percent,  and  the 
cost  of  a  day  of  hospital  care  has  increased  approximately  1,750  percent. 

No  one  is  sure  of  the  full  explanation  of  these  very  substantial  increases  in  the 
cost  of  medical  services.  But  the  rising  physician-population  ratio,  the  rising 
proportion  of  applicants  accepted  by  medical  schools,  the  increase  in  the  number 
and  membership  of  organizations  such  as  HMOs  (Health  Maintenance 
Organizations)  and  PPOs  (Preferred  Provider  Organizations)  whose  objective  is 
to  hold  down  medical  care  costs,  and  the  fact  that  (in  constant  dollars)  physician 
incomes  have  been  virtually  constant  for  more  than  a  decade,  all  suggest  that 
there  has  been  no  decline  in  competitiveness  in  the  health  care  area  such  as  would 
account  for  the  pattern  of  sharp  increase  in  the  relative  prices  of  medical  services. 
There  is  good  reason  to  conclude,  rather,  that  a  substantial  role  was  played  by  the 
fact  that  medical  care  is  a  personal  service  which  is  not  amenable  to  the  rates  of 
productivity  increase  which,  for  example,  have  constrained  the  rates  of  price 
increases  of  manufactured  products. 

It  is  important  to  explore  the  sources  of  the  price  increases  experienced  by 
medical  services  because  only  after  the  causes  are  understood  can  a  rational  policy 
for  the  containment  of  the  effects  of  those  price  increases  be  formulated. 
Moreover,  to  the  extent  that  the  price  increases  are  to  be  attributed  to  real  and 
largely  unavoidable  cost  increases,  rather  than  to  the  imperfect  competitiveness  of 
the  medical  care  industry,  the  perils  of  the  price  control  approach  are  necessarily 
exacerbated.  If  rising  prices  merely  reflect  real  and  unavoidable  cost  increases,  a 
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ceiling  in  prices  will  inevitably  serve,  in  the  long  run,  to  curtail  the  supply  of 
medical  services  in  general;  and  a  ceiling  on  fees  for  the  treatment  of  the  elderly  is 
sure  to  reduce  the  quality  and  quantity  of  services  supplied  to  this  population 
group.  Experience  shows  that,  in  the  long  run,  it  may  even  increase  the  prices  this 
group  is  required  to  pay.  In  sum,  such  controls  under  these  circumstances  would 
constitute  no  benefit  to  the  group  of  persons  they  are  intended  to  protect. 

We  strongly  urge  that  price  controls  for  medical  services  not  be  adopted 
precipitously.  We  believe  that  careful  consideration  of  the  matter  will  make  it 
clear  that  price  control  measures  for  medical  services  are  to  be  avoided  altogether, 
and  that  a  serious  social  problem  such  as  this  one  merits  a  more  reasoned  and 
more  promising  approach. 
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Lawrence  R.  Klein 
Marc  L.  Nerlove 
Sam  Peltzman 
James  B.  Ramsey 
Richard  L.  Schmalensee 
Martin  Shubik 
Alan  Walters 
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Chairman  Stark.  Doctor,  you  made  reference  to  the  Canadian 
system.  How  do  you  deal  with  the  recent  surveys  that  show  both 
the  people  in  our  country  and  the  people  in  Canada  seem  to  prefer 
that  system? 

Dr.  Painter.  I  think  that  the  way  in  which  the  question  was 
phrased  in  the  survey  simply  did  not  truly  reflect  some  of  the  prob- 
lems that  are  emerging.  What  we  are  beginning  see  is  cracks  in  the 
Canadian  system  

Chairman  Stark.  Sort  of  like  the  AMA  study  on  how  many  doc- 
tors own  referral  interests,  and  they  only  sent  it  to  doctors  who 
had  microimaging  interests,  and  they  happened  to  not  send  it  to 
others — and  they  only  counted  the  replies  where  people  mailed 
them  back.  What  you  are  saying  is  you  think  the  questions  were 
flawed? 

Dr.  Painter.  It  would  appear  from  AMA's  continuing  study  now, 
in  developing  a  report  for  the  AMA,  that  the  types  of  incidents 
that  we  are  seeing  with  on-sight  visits  in  Canada  are  in  fact  really 
occurring. 

Chairman  Stark.  How  do  you — how  would  you  chose  between  an 
instance  like  my  district — we  probably  have — Canada  has  probably 
half  the  infant  mortality  rate  that  the  United  States  does,  which 
arguably  falls  at  the  feet  of  organized  medicine.  In  my  district  it  is 
almost  impossible  for  a  young,  pregnant  teenager  to  get  care  in 
Oakland  because  the  physicians  are  turning  their  back  on  the  poor. 

What  is  the  difference,  whether  the  elderly  wait  for  open  heart 
surgery  in  Canada  or  whether  poor  kids  cannot  get  treatment  in 
Oakland,  California?  How  would  you  chose  between  where  we 
ought  to  concentrate  those  efforts?  I  would  like  you  to  answer  this 
question.  Your  assistant  there,  if  he  wants  to  identify  himself  and 
answer  that,  fine.  But  I  would  prefer  your  opinion.  I  do  not  know 
that  that  takes  any  great  technical  assistance. 

Dr.  Painter.  Well,  I  think  the  answer  is  that  we  want  both.  We 
do  need  to  address  the  issues  of  the  elderly  and  the  care  that  they 
have  as  well  as  the  other — provide  the  other  care  as  well. 

Chairman  Stark.  You  mentioned  financial  barriers  to  needed 
care.  Are  you  suggesting  that  physicians  do  not  create  that?  Are 
you  suggesting  that  it  is  your  opinion  that  Americans — Medicare 
beneficiaries  rarely  run  into  a  financial  barrier  to  needed  care? 

Dr.  Painter.  I  think  that  the  assignment  rate  indicates  that  phy- 
sicians are  in  fact  taking  into  consideration  the  economic  circum- 
stances of  the  patient. 

I  think  the  second  point  

Chairman  Stark.  Let  me  ask  you  this  if  I  may.  You  practice — 
you  are  an  internist? 
Dr.  Painter.  Yes. 

Chairman  Stark.  Private  practice? 
Dr.  Painter.  Yes. 

Chairman  Stark.  And  your  office  is  where? 
Dr.  Painter.  I  am  at  M.D.  Anderson  Hospital  in  Houston. 
Chairman  Stark.  You  take  appointments  from  the  public — you 
have  an  office? 

Dr.  Painter.  We  are  a  tertiary  cancer  hospital,  so  that  we  take 
referrals  from  physicians  who  initially  see  the  patients. 
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Chairman  Stark.  So  they  come  into  a  waiting  room  and — to  see 
you?  They  have  been  referred  there? 
Dr.  Painter.  Sure. 

Chairman  Stark.  What  kind  of  forms  do  they  fill  out  when  they 
come  to  your  office? 

Dr.  Painter.  Forms  in  the  sense  of  entering  into  being  registered 
as  a  patient? 

Chairman  Stark.  Yes. 

Dr.  Painter.  Most  of  that  is  done  by  telephone,  and  most  of  them 
are  preregistered  by  getting  the  phone  information,  what  their 
name  is,  who  is  referring  them,  and  the  related  information  re- 
garding their  address,  next  of  kin,  and  all  of  that. 

Chairman  Stark.  Do  you  participate  or  do  you  take  assignment 
as  100  percent  case,  or  what  do  you  do  in  your  own  practice? 

Dr.  Painter.  We  take  on  a  selected  base  the  assignment  as  ap- 
propriate. 

Chairman  Stark.  How  do  you  determine  the  appropriateness  of 
that?  Do  you  have  a  financial  statement  that  you  ask  your  patients 
to  fill  out? 

Dr.  Painter.  The  financial  statement  is  taken  as  a  part  of  the 
registration  process.  And  a  judgment  is  made  at  that  time  as  to 
whether  or  not  there  would  be  any  additional  bill  made? 

Chairman  Stark.  Does  the  physician  make  that  judgment?  Do 
you  analyze  those  financial  statements? 

Dr.  Painter.  Generally  speaking,  we  talk  to  the  patient  and  find 
out  their  circumstances.  Because  we  operate  in  a  different  setting 
than  that  average  office  practitioner,  many  of  those  things  are 
done  administratively  rather  than  on  the  basis  of  

Chairman  Stark.  Well  then,  you  have  no  objection  to  a  nonphy- 
sician  making  that  determination,  as  to  whether — as  a  matter  of 
fact,  you  might  stipulate  that  most  doctors  are  not  competent  to 
read  a  financial  statement  and  make  a  credit  judgment,  are  they? 
They  are  really  not  trained  to  do  that? 

Dr.  Painter.  The  important  concept  is  that  as  physicians  we  talk 
over  the  problem  of  payment  with  each  patient  individually  and 
arrive  at  whether  we  issue  a  bill  at  all  or  whether  we  in  effect  take 
an  assignment  or  do  not  take  

Chairman  Stark.  How  would  you  possibly  know  that,  Doctor?  Do 
you  have  any  idea  what  the  average  American  family — how  they 
break  their  budget  down?  What  if  I  said  to  you  the  average  family 
of  four  in  your  district  has  a  $30,000  median  income?  Do  you  have 
any  idea  what  the  average  family  spends  on  housing  and  groceries? 
Can  you  tell  me?  I  doubt  it. 

Dr.  Painter.  No. 

Chairman  Stark.  Of  course  you  cannot.  You  are  not  trained  

Dr.  Painter.  I  think  the  way. 

Chairman  Stark.  I  mean  I  am  getting  at  a  point  here  that  I  hear 
this  from  the  AMA  so  often,  and  there  is  not  one  in  a  thousand 
doctors  in  this  country  who  are  competent  to  make  a  financial  deci- 
sion. Most  of  them  are  not  very  good  at  managing  their  own  finan- 
cial affairs.  How  do  you  expect  them  to  do  what  bankers  are 
trained  to  do  or  Internal  Revenue  agents  are  trained  to  do?  I  just 
do  not  see  where  you  get  that  information. 
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Dr.  Painter.  Let  me  indicate  what  AMA  is  doing.  One,  we  en- 
couraged our  doctors  across  the  country  to  develop  a  way  of  assess- 
ing the  individual  patient's  economic  circumstances  and  urge  them 
to  take  assignment  or  not  bill  the  patient,  depending  on  their 
choice,  if  that  person  does  have  significant  economic  problem. 

Number  2  what  we  have  done  in  addition  to  that  and  what  is 
emerging  in  some  34  States,  is  to  develop  a  voluntary  program  at 
the  county  and  State  level  working  with  senior  citizen  groups 
where  those  groups  make  the  determination  at  some  agreed-upon 
level  and  issue  cards  to  the  individual  person  who  then  takes  it  to 
the  doctor,  and  that  is — of  course,  provides  the  judgment  

Chairman  Stark.  Sort  of  a  symbol  of  poverty,  like  a  yellow  arm 
band  in  other  societies? 

Dr.  Painter.  This  simply  allows  an  objective  measure  by  the 
senior  citizen  groups  to  say  this  person  has  insufficient  funds  and 
therefore  you  would  take  assignment. 

Chairman  Stark.  How  do  you  think  just  changing  the  fee  sched- 
ule is  going  to  limit  the  aggregate  amount  that  we  are  spending — 
does  that  really  make  good  sense  to  you?  When  everything  we  have 
seen  in  the  past  has  indicated  where  we  have  cut  back  on  fees — let 
us  take  x  rays,  the  number  of  x  rays  have  gone  up.  It  makes  good 
sense  to  me,  it  makes  good  economic  sense,  and  I  cannot  blame 
anyone  for  doing  that.  They  are  in  the  business  to  make  money. 

But  how  are  we  going  to  save  any  money  by  just  adjusting  the 
fee? 

Dr.  Painter.  Well,  we  think  that  by  having  a  more  rational 
system  that  does  reimburse  in  a  fair  and  equitable  manner — and 
we  think  the  RBRVS  does  provide  that  as  a  framework — that  this 
would  

Chairman  Stark.  Let  us  take  one  of  your  friends  who  is,  let  us 
say,  a  radiologist,  and  he  is  doing  whatever  he  does  every  day,  and 
he  makes  a  judgment  when  you  send  him  a  patient  that  you  refer 
to  him  that  maybe  two  pictures  will  do  but  maybe  if  the  gallblad- 
der is  hiding  behind  the — whatever  it  hides  behind — that  he  will 
take  pictures,  that  is  pretty  much  his  decision,  is  it  not,  how  many 
to  take  to  get  you  the  answer  you  need? 

Dr.  Painter.  Yes. 

Chairman  Stark.  OK.  Well,  now,  does  it  not  make  sense  to  you 
that  if  we  suddenly  say  we  are  going  to  drop  the  price  from  $30  a 
picture  to  $20  a  picture  that  this — he  just  might,  if  it  is  on  the 
margin,  say  why  do  I  not  take  a  couple  of  extras  because  my  wife 
bought  a  new  fur  coat,  and  I — it  just  seems  to  me  how  do  we  pre- 
vent him  from  taking  more  on  the  margin  and  coming  right  back 
and  not  saving  any  money? 

Dr.  Painter.  AMA's  position,  is  that  we  need  to  develop  practice 
parameters.  Where  much  of  the  problem  has  occurred  is  where 
there  is  controversy  within  the  medical  profession  over  what  is  ap- 
propriate. So  there  may  be  a  wide  range  of  agreement. 

Chairman  Stark.  OK.  So  now  we  are  back  to  

Dr.  Painter.  So  what  we  want  to  do  is  

Chairman  Stark.  You  want  to  decide. 

Dr.  Painter.  We  want  to  bring  together  the  experts  and  develop 

parameters  

Chairman  Stark.  Why  should  
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Dr.  Painter.  And  say  what  is  appropriate. 

Chairman  Stark.  Why  should  we  not  decide  as  the  guardians  of 
the  taxpayers'  dollars  how  much  we  can  afford  to  spend  in  the  ag- 
gregate, and  then  you  guys  among  yourselves  decide  how  to  best  do 
that'?  Would  that  not  give  you  a  goal  to  shoot  toward0  How  else  is 
the  decision  going  to  get  made  to  lower  that  overall  expenditure  or 
the  rate  of  growth  in  it  unless  you  all  decide  the  professional  deci- 
sions9 

You  heard  the  surgeons  here  today.  What  is  wrong  with  their 
proposal? 

Dr.  Painter.  We  think  that  the  value  side  of  it  is  something 
which  we  don't  well  understand. 

Chairman  Stark.  How  about  the  cap  side,  the  volume  side? 

Dr.  Painter.  The  volume  side,  we  feel  the  expenditure  caps  and 
the  rationing  parts  of  that,  we  would  not  be  able  to  support. 

Chairman  Stark.  What  if  the  surgeons  agree  to  go  with  us  and 
do  it?  Are  you  going  to  kick  them  out  of  the  AMA?  I  mean,  it  is  a 
pretty  respected  group  of  physicians.  I  would  think. 

Dr.  Painter.  What  we  have  done  in  the  whole  effort  to  bring 
about  an  RBRVS  is  to  bring  in  all  of  the  specialty  societies  and 
State  medical  associations.  We  have  kept  them  informed.  We  have 
involved  them  with  the  panels,  with  the  Harvard  study.,  and  we.  in 
effect,  at  our  annual  meeting,  and  you  have  a  copy  of  report  AA. 
got  unanimous  agreement  among  of  the  specialty  societies  and  the 
State  associations  in  support  of  that  effort.  So  we  believe  that  we 
have  a  strong  base  of  support,  And  that  did  include  the  surgical 
specialties  as  well. 

Chairman  Stark.  Did  the  American  College  of  Surgeons  vote  in 
favor  of  this'? 

Dr.  Painter.  They  were  not  represented  but  all  of  there  subspe- 
cialties were.  What  we  would  hope  is  that  we  would  have  one 
RBRVS  which  would  encompass  all  specialties  and  which  would 
then  

Chairman  Stark.  OK.  But  then  what  about  one  cap  for  all  doc- 
tors'? 

Dr.  Painter.  You  are  talking  about  an  expenditure  target'? 
Chairman  Stark.  Yes. 

Dr.  Painter.  Well,  we  disagree  with  the  expenditure  cap  because, 
as  Dr.  Lee  was  saying,  he  wants  to  send  a  signal,  but  when  Intake 
care  of  you  as  a  patient  and  you  have  a  certain  complaint.  I  am 
going  to  give  you  the  amount  of  care  I  think  you  need  in  order  to 
establish  a  diagnosis  and  get  you  on  the  road  to  recovery. 

I  think  the  individual  doctor  patient  will  certainly  be  aware  of 
some  cap  that  means  anything. 

Chairman  Stark.  And  that  is  as  it  should  be.  I  think  you  and  I 
both  agree  with  that.  But  we  don't  want  to  be  pestered  by  your 
making  your  decision  about  worrying  whether  it  is  going  to  fit.  I 
concur  with  you  there. 

Dr.  Painter.  We  think  that  the  individual  physician  being  in- 
volved in  a  rationing  decision  would  be  inappropriate.  We  also 
think  that  you  have  got  in  addition  to  that,  as  I  said,  the  Canadian 
experience. 

Chairman  Stark.  Wait  a  minute.  Why  is  it  a  rationing.  All  we 
are  suggesting  is  that  you  go  back  at  the  end  of  the  year  among 
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yourselves  and  say,  "Guys,  we  spent  too  much."  It  doesn't  have  to 
be  rationing.  You  all  would  say  that  when  you  don't  get  as  much 
money  as  you  want,  but  you  could  also  reduce  your  fees,  couldn't 
you,  and  come  to  the  target? 

That  doesn't  have  to  deny  quality  service.  That  is  the  AMA's  po- 
sition: if  we  don't  get  what  we  want,  we  won't  treat  people.  But 
what  I  am  suggesting  the  alternative  to  that  is,  if  you  don't  meet 
the  cap,  we  can  drop  all  the  fees  a  little  bit.  Right?  That  would  get 
you  under  the  cap,  wouldn't  it,  without  rationing  services? 

Dr.  Painter.  Well,  I  think  the  important  part  of  that  

Chairman  Stark.  No.  Could  you  answer  that  question?  Wouldn't 
that  accomplish  the  same  thing  as  rationing? 

Dr.  Painter.  To  reduce  fees,  yes. 

Chairman  Stark.  It  would  get  you  into  the  cap. 

Dr.  Painter.  To  reduce  fees  to  meet  the  cap  

Chairman  Stark.  Yes. 

Dr.  Painter  [continuing].  That  would  accomplish  what  your  goal 
would  be  if  you  establish  a  cap. 

Chairman  Stark.  And  I  am  suggesting  that  is  what  we  should 
do,  and  you  are  suggesting  rationing.  And  I  am  saying,  well  that 
doesn't  have  to  be.  We  could  just  have  the  doctors  take  a  little 
bit  

Dr.  Painter.  In  point  of  fact  we  believe  that  a  better  way  of  ap- 
proaching the  problem  it  is  not  to  establish  some  cap  and  then 
make  a  number  of  adjustments,  but  rather  to  realistically  study 
and  ask  Congress  to  fund  the  research  that  is  needed  to  develop 
those  proper  appropriate — practice  parameters. 

Chairman  Stark.  Doctor,  let  me  ask  you  this.  Around  here— I 
don't  know  whether  studying  a  patient  means  let  the  patient  die, 
but  around  here  studying  something  means  ignoring  it.  It  is  the 
best  way.  Your  lobbyists  will  tell  you,  to  beat  something  is  to  study 
it  to  death. 

Dr.  Painter.  Well,  I  think  the  important  thing — if  I  may  inter- 
rupt— is  the  RBRVS.  Here  you  had  a  study  that  looked  at  a  system 
that  everybody  agrees  is  not  good  and  needed  to  be  replaced,  and  as 
a  conjoint  study  you  had  the  research  done,  you  got  a  product,  ev- 
erybody is  rallying  around  it,  and  with  certain  changes  and  modifi- 
cation we  are  all  agreeing  that  here  is  a  way  that  would  provide 
fair  and  equitable  treatment.  This  same  

Chairman  Stark.  Whoa.  Whoa.  Whoa.  Doctor,  stop  there.  We  all 
agree  it  is  a  good  study  to  decide  how  you  cut  up  the  pie  among 
doctors.  No  one  in  their  right  mind  agrees  that  there  is  anything  in 
the  RVS,  in  the  Hsiao  study,  that  will  save  in  the  aggregate.  It  is 
merely  a  study  which  will  tell  people  how  they — it  is  a  guide  to 
how  you  divide  up  the  pie.  There  is  nothing  in  that  study  anywhere 
that  suggests  it  will  reduce  the  overall  costs  to  the  Medicare 
system. 

Dr.  Painter.  But  it  does  provide  a  more  rational  way  of  ap- 
proaching reimbursement. 

Chairman  Stark.  We  will  stipulate  to  that.  Let's  put  that  aside. 
Now  let's  deal  with  reducing  that  increase  in  the  rate.  Fifteen  per- 
cent a  year  increase  in  overall  cost  is  too  much.  What  does  the 
AMA  say  we  should  do  if  we  have  to  do  something  this  year?  And 
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we  may.  That  may  be  dedicated  by  the  President  that  you  put  in 
office.  How  do  we  get  those  costs  down? 

Dr.  Painter.  Two  important  points.  One  is  that  I  think  Congress 
needs  to  address  the  issue  of  the  total  amount  of  dollars. 

Chairman  Stark.  OK. 

Dr.  Painter.  Number  2,  Congress  needs  to  look  at  the  array  of 
benefits  that  they  are  providing  the  Medicare  patient  and  decide 
which  ones  we  can  not  afford,  and  then  realistically  come  forward 
to  the  

Chairman  Stark.  You  want  me  to  ration? 

Dr.  Painter.  If  there  is  to  be  a  rationing  decision,  it  should  be  a 
public  decision  that  everyone  knows  about,  including  doctors  and 
patients,  simply  on  the  basis  of  we  can  no  longer  afford  to  give  ev- 
erything the  patient  needs  as  has  been  previously  the  case. 

Chairman  Stark.  So  what  you  are  suggesting  is  that  the  AMA 
basically  wants  no  part.  That  is  what  you  referred  to  as  a  more  dis- 
ruptive proposal  that  you  would  like  to  restrain  in  your  report. 
You  want  no  part  of  anything  that  limits  the  aggregate  payments. 
That  is  basically  your  testimony,  isn't  it? 

Dr.  Painter.  No.  I  think  what  we  want  is  two  things.  One  we 
think  an  RBRVS  should  constitute  the  basis  for  payment  reform, 
and  we  think  in  concurrence  with  that  if  we  then  study  the  per- 
formance type  of  activities  and  couple  that  with  more  support  for 
the  carriers  to  do  utilization  review  and  tying  it  in  with  strength- 
ening of  the  PRO  that  those  issues  alone  will  begin  to  ameliorate 
the  rate  of  increase. 

Chairman  Stark.  Well,  Doctor,  let's  assume  that  we  are  going  to 
do  something  this  year.  I  presume  the  AMA  doesn't  want  to  be  a 
party  to  that  because  they  are  going  to  be  off  worrying  about  some 
study  that  will  take  a  couple  of  years  to  do  while  the  surgeons  and 
the  radiologists  and  others  are  going  to  sit  down  and  revise  a  pay- 
ment schedule  that  will  have  a  cap. 

Does  the  AMA  want  to  participate  in  that  or  does  the  AMA  want 
to  toddle  off  in  their  normal  19th  century  mind-set  and  complain?  I 
mean,  either  they  are  going  to  be  a  part  of  doing  this  or  they  are 
just  going  to  keep  saying  no,  as  I  am  hearing  today.  No  caps. 

Dr.  Painter.  I  think  we  are  being  constructive  in  our  recommen- 
dation. The  other  part  is  I  invite  your  attention  to  appendix  2  in 
our  attachment  to  the  report,  which  really  does  a  part  B  analysis. 
And  I  think  one  of  the  things  that  would  be  important  to  say  is 
that  about  60  percent  of  the  increase  in  part  B  is  attributable  to 
physician  charges,  and  the  rapid  growing  area  for  that  is  basically 
the  outpatient  surgery  element. 

About  30-percent  growth  has  occurred  in  hospital  outpatient 
charges,  and  the  end  result  of  that  is  then  the  fastest  growing  seg- 
ment of  part  B  charges  is  related  to  the  movement  of  care  into  the 
outpatient  area  and  the  more  intense  care  as  our  technology  is  ap- 
plied. 

Now  we  think  that  that  has  been  good  for  patients.  It  has  been 
good  for  general  costs,  although  in  toto  part  B  then  has  acceler- 
ated. There  also  has  been,  of  course,  an  increase  in  the  number  of 
eligibles  under  the  program,  and  that  we  think  is  an  important 
consideration,  to  recognize  the  change  in  pattern  of  care  and  the 
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fact  that  we  are  giving  better  care  in  a  different  setting,  or  at  least 
improved  care  in  a  different  setting. 

So  we  think  that  these  elements,  if  taken  into  consideration,  do 
show  us  very  definitely  that  there  are  major  segments  in  the  part 
B  increase  that  are  related  to  a  change  in  the  pattern  of  practice. 

Chairman  Stark.  Minority  staff  has  raised  a  question  that  I 
would  like  to  get  in  the  record  here.  You  include  a  table  in  Appen- 
dix 1  which  identifies  physician  payment  as  72  percent  of  part  B  in 
1984  and  61  percent  in  1986.  HCFA  data  indicates  that  those  num- 
bers were  73  percent  in  1986  and  are  projected  to  be  71  percent  in 
1989. 

Could  you  at  some  later  date  provide  for  the  record  the  source  of 
your  tables  and  explain  the  discrepancy  between  your  table  and 
the  HCFA  data  as  published  in  the  Ways  and  Means  Committee 
Green  Book? 

Dr.  Painter.  Yes.  We  would  be  pleased  to  do  it. 

Chairman  Stark.  Thanks. 

[The  information  of  Dr.  Painter  follows:] 
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TjtA    American  Medical  Association 

A\jF y # /     535  N0R™  DEARB0RN  STREET  •  CHICA20.  ILLINOIS  60610  .  PHONE  (312)  645-5000  •  Fax  (312)  645-4184  .  Telex  28-0248 


DIVISION  OF  LEGISLATIVE  ACTIVITIES 


ROSS  N.  RUBIN,  J.D. 
Director 
(645-4775) 


October  18,  1989 


The  Honorable  Fortney  Stark 
Chairman  of  the  Subcommittee  on  Health 
Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

This  letter  is  in  response  to  your  request  during  the  Subcommittee 
hearing  on  the  Physician  Payment  Review  Commission  (PPRC)  recommendations 
for  1989  held  on  March  21,  1989.    At  that  time  you  requested  that  the 
American  Medical  Association  provide  you  with  additional  material 
explaining  an  apparent  discrepancy  between  AMA  data  and  the  Health  Care 
Financing  Administration  Office  of  the  Actuary's  data  for  Medicare  Part  B 
spending  for  physicians  services.    More  specifically,  you  requested  an 
explanation  as  to  why  there  was  a  difference  between  AMA  data  which 
indicates  that  physician  payment  was  72%  of  Part  B  in  1984  and  61%  in 
1986  and  the  data  contained  in  the  Ways  and  Means  Green  Book  which 
indicates  physician  payment  was  73%  in  1986  and  projected  to  be  71%  in 
1989.     In  developing  our  figures,  we  used  the  data  published  in  the 
Social  Security  Bulletin.     The  bulletin  is  printed  by  HHS  and  widely 
circulated.    We  presume  the  figures  therein  are  accurate. 

Attachment  1  presents  percentages  of  Part  B  spending  from  three 
sources.     Two  points  can  be  made  concerning  this  table.  First, 
regardless  of  which  source  is  used,  the  share  of  Part  B  spending 
attributed  to  physicians  has  declined  since  1984.     Second,  the  Social 
Security  Bulletin  (SSB)  percentages  are  smaller  than  those  of  the  Actuary 
because  the  SSB  definition  of  a  "physician  service"  is  more  restrictive 
than  the  Actuary's. 

A  more  detailed  discussion  of  Medicare  data  sources  is  contained  in 
Attachment  2.    We  hope  this  answers  your  questions  concerning  the 
apparent  discrepancy  in  data.     If  you  have  further  questions,  please  feel 
free  to  contact  me. 


Sincerely,/ 


'Ross  N.  Rubin 


RNR/cac 
1616s/41 


Attachments 


cc:  Congressman  Gradison 
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ATTACHMENT  1 


Percent  of  Medicare  Part  B  Expenditures  on  Physician  Services 
By  Source  and  Year 

 Social  Security  Bulletin  


Year  Allowed  Charges  Reimbursements  HCFA  Actuary 

1984  71.9%  73.2%  78.2% 

1985  70.0  72.5  75.5 

1986  60.8  65.1  73.3 

1987  n.a.  n.a.  73.4 

1988  n.a.  n.a.  71.7 


Sources:     Social  Security  Bulletin,  Annual  Statistical  Supplement.  1987, 
table  160;  HCFA  Office  of  the  Actuary,  SMI-1  Medicare:  Estimated 
Supplementary  Medical  Insurance  Disbursements,  unpublished  report, 
February  21,  1989. 


n.a.  =  not  available. 
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Attachment  2 


Medicare  Part  B  Expenditure  Data 


This  report  discusses  sources  of  data  m  Medicare  program 
expenditures.     Two  annual  and  two  monthly  sources  are  considered. 
Comparisons  between  the  two  annual  sources  are  made  on  the  basis  of 
definitions  of  components  of  spending.     In  addition,  time  trends  are 
presented  and  compared. 


ANNUAL  DATA 

The  Health  Care  Financing  Administration's  (HCFA)  Office  of  the  Actuary 
maintains  records  on  annual  spending  under  Medicare.     Occasionally,  tabu- 
lations are  reported  in  such  publications  as  the  "Green  Book"  (Committee 
on  Ways  and  Means,  1989)  and  the  SMI  Trust  Fund  Report  (Board  of  Trustees, 
1989).     Data  reported  in  an  unpublished  internal  HCFA  tabulation  (Office 
of  the  Actuary,  1989)  provide  greater  detail  than  published  HCFA  data. 
For  this  reason,  this  source  is  used  for  HCFA  data  included  in  this 
appendix. 

A  second  source  of  published  data  on  Part  B  spending  is  the  Social 
Security  Bulletin  (SSB).     Despite  the  fact  that  they  appear  in  a  Social 
Security  Administration  publication,  the  SSB  data  are  obtained  directly 
from  HCFA. 

For  a  given  year,  one  would  suppose  that  the  spending  figures  from  the 
Actuary  and  the  SSB  would  be  identical.    As  the  first  two  columns  of  Table 
1  show,  this  was  not  precisely  true  for  any  year  between  1980  and  1986. 
The  reasons  for  the  discrepancy  are  technical  and  will  only  be  highlighted 
here.l    First,  the  two  sources  reflect  the  counting  of  a  dollar  as  spent 
at  different  points  in  the  claim  cycle.    The  Actuary  data  are  for  the  year 
in  which  a  carrier  reports  a  check  as  being  written,  whereas  the  SSB  data 
assign  spending  to  the  year  in  which  the  claim  is  finally  and  officially 
recorded  in  the  central  files.     This  would  cause  the  SSB  data  to  be  lower 
because  they  lag  in  time  in  a  growing  series. 2 

Second,  the  SSB  data  are  compiled  by  HCFA  from  contractor  payments  to 
providers,  whereas  the  Actuary  data  reflect  funds  drawn  from  the  Treasury. 
The  SSB  figures  are  necessarily  a  little  lower  because  not  all  contractors 
provide  bills  to  HCFA.3 


Components  of  Spending 

The  most  dramatic  differences  between  SSB  and  Actuary  data  are  due  to 
the  way  each  source  disaggregates  the  data.    The  way  the  two  sources 
differ  is  shown  in  Table  2. 

With  respect  to  "physicians",  the  Actuary  includes  payments  to  sup- 
pliers in  addition  to  practitioners.    The  SSB  includes  only  MDs  and  other 
health  care  practitioners.     Hence,  physician  expenditures  will  necessarily 
be  higher  in  the  Actuary  data  because  of  the  more  comprehensive  definition. 
Similarly,  outpatient  figures  will  tend  to  be  higher  in  the  Actuary  data 
because  they  include  services  of  ambulatory  surgery  centers  and  other 
free-standing  outpatient  health  service  centers,  in  addition  to  outpatient 
hospital  services,  whereas  the  SSB  data  include  only  outpatient  hospital 
services . 

The  remaining  columns  of  Table  1  present  expenditure  data  for  physi- 
cian services,  outpatient  services,  and  all  other  services  as  defined  by 
each  source.     The  lower  half  of  the  table  contains  the  shares  of  the  total 
accounted  for  by  each  component.     For  physician  services,  the  SSB  shares 
are  lower  than  those  of  the  Actuary,  as  expected.    Another  interesting  way 
to  look  at  the  data  is  over  time.     Figure  1  graphically  displays  the  Actu- 
ary and  SSB  physician  shares  from  1980  to  1986.     The  SSB  shares  are  fairly 
stable  until  1986,  whereas  the  Actuary  shares  gradually  decline  after  1983. 
The  SSB  share  drops  dramatically  in  1986.    The  most  likely  explanation  is 
that  the  spending  figures  for  that  year  are  incomplete.4    Figure  2 
presents  share-of-total  trend  lines  for  outpatient  services.    The  sharp 
upturn  in  SSB  in  1986  is  probably  due  to  the  same  type  incomplete  data 
problem  as  for  physician  services. 
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Comparison  of  the  Two  Sources 

Each  of  the  two  data  sources  discussed  here  has  strengths  and  weak- 
nesses.    The  SSB  data  have  clean  definitions  of  physician  and  outpatient 
hospital  services  and  are  published  in  a  widely  distributed  medium. 
Unfortunately,  accurate  and  complete  figures  for  important  components  lag 
behind  the  current  year  by  about  three  years;  perhaps  this  is  the  reason 
that  these  data  are  not  used  frequently  in  policy  circles.     The  Actuary 
data  are  much  more  up-to-date  and  tend  to  be  used  by  persons  involved  in 
the  policy-making  process.    However,  certain  components  are  so  broadly 
defined  as  to  obscure  true  developments  in  important  types  of  service. 


MONTHLY  DATA 

Two  sources  of  monthly  data  on  Part  B  expenditures  are  available.  The 
Monthly  Treasury  Statement  of  Receipts  and  Outlays  of  the  United  States 
Government  reports  outlays  for  benefit  payments  from  the  SMI  ("Part  B") 
Trust  Fund.     A  second  source  is  reports  submitted  to  HCFA  from  the 
carriers  that  process  Part  B  claims. 

The  Treasury  data  on  outlays  are  rather  inclusive.     They  include 
payments  for  non-physician  services  under  Part  B  (e.g.,  outpatient  and 
independent  lab).    They  may  also  include  payments  for  health  insurance  for 
the  aged,  but  whether  and  how  much  this  occurs  is  not  discernible  from  the 
published  reports.    Table  3  is  a  copy  of  a  page  from  the  Monthly  Treasury 
Statement  for  July  1989,  showing  benefit  payment  outlays  for  the  SMI  trust 
fund. 

The  data  submitted  to  HCFA  by  the  56  carriers  is  aggregated  and  used 
mainly  for  internal  purposes  at  HCFA.    Nevertheless,  these  data  have  been 
obtained  by  AMA  via  telephone.    According  to  HCFA  staff,  the  data 
represent  "cash  out  the  door,"  and  are  net  of  claims  denials,  uncashed 
benefit  checks,  and  capitation  payments  for  beneficiaries  enrolled  in 
prepaid  medical  plans.     It  is  important  to  note  that  the  HCFA  data  exclude 
Part  B  payment  data  from  the  fiscal  intermediaries  that  process  claims  for 
outpatient  and  home  health  services.     Hence,  the  HCFA  carrier  data  are  a 
closer  approximation  to  physician  expenditures  than  are  the  Treasury  data 
for  all  of  Part  B.    The  information  is  not  available  for  an  exact 
accounting  of  all  differences  between  Treasury  and  carrier  data. 

Figure  3  displays  monthly  Treasury  and  HCFA  carrier  data  since  January 
1988.     The  Treasury  data  are  higher  for  every  month — by  an  average  of  $790 
million.    Nevertheless,  the  two  series  are  highly  correlated  (r=+0.84), 
tending  tend  to  move  up  or  down  together  from  one  month  to  the  next.  The 
Treasury  data  are  slightly  more  variable  from  month  to  month  with  a  mean 
percent  change  (either  up  or  down)  of  14.2%,  while  the  mean  percent  change 
for  the  carrier  data  is  11.1%. 

These  measures  of  close  proximity  suggest  that  either  series  may  be 
used  for  measuring  monthly  percentage  changes  in  physician  service 
expenditures.     The  carrier  data  are  preferred,  when  available,  because 
they  include  fewer  non-physician  services  by  definition.  Similarities 
notwithstanding,  month-to-month  variations  in  both  series  are  high  and 
changes  are  about  equally  likely  to  be  down  as  up.     This  suggests  that 
virtually  nothing  about  longer  term  trends  may  be  inferred  from 
month-to-month  changes.     Instead,  annual  data  for  several  years  should  be 
used. 
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Table  1 

Medicare  Part  B  Benefit  Payments  According  to  Two  Sources, 
By  Selected  Type-of-service  Components,  1980-1986 


Total  Physicians  Outpatient  All  Other* 


Year 

SSB 

ACT 

SSB 

ACT 

SSB 

ACT 

SSB 

ACT 

Dollars  (billions) 

1980 

10.3 

10 

6 

7.6 

8.2 

1.4 

1 

.9 

1.3 

0.5 

1981 

12.2 

13 

1 

8.9 

10.1 

1.7 

2.4 

1.5 

0.6 

1982 

15.1 

15 

5 

11.1 

11.9 

2.2 

3 

.3 

1.8 

0.5 

1983 

17.1 

18 

1 

12.4 

14.1 

2.6 

3 

.4 

2.1 

0.7 

1984 

17.9 

19. 

7 

13.1 

15.4 

2.7 

3 

.5 

2.1 

0.8 

1985 

20.4 

22. 

9 

14.8 

17.3 

3.1 

4 

.3 

2.5 

1.3 

1986 

24.9 

26. 

2 

16.2 

19.2 

5.6 

5 

.1 

3.1 

1.9 

1987 

na 

30. 

8 

na 

22.6 

na 

5 

.9 

na 

2.3 

Share 

of  Total 

1980 

1.00 

1. 

00 

0.74 

0.77 

0.14 

0 

.18 

0.13 

0.05 

1981 

1.00 

1. 

00 

0.73 

0.77 

0.14 

0 

.18 

0.12 

0.05 

1982 

1.00 

1. 

00 

0.74 

0.77 

0.15 

0 

.21 

0.12 

0.03 

1983 

1.00 

1. 

00 

0.73 

0.78 

0.15 

0 

.19 

0.12 

0.04 

1984 

1.00 

1. 

00 

0.73 

0.78 

0.15 

0 

.18 

0.12 

0.04 

1985 

1.00 

1. 

00 

0.73 

0.76 

0.15 

0 

19 

0.12 

0.06 

1986 

1.00 

1. 

00 

0.65 

0.73 

0.22 

0 

.19 

0.12 

0.07 

1987 

na 

1. 

00 

na 

0.73 

na 

0 

19 

na 

0.07 

Dollar 

Change 

From  Previous 

Year 

(Percent) 

1980 

1981 

18.4 

23.6 

17.1 

23 

2 

21.4 

26.3 

15.4 

20 

0 

1982 

23.8 

18.3 

24.7 

17 

8 

29.4 

37.5 

20.0 

-16 

7 

1983 

13.2 

16.8 

11.7 

18 

5 

18.2 

3.0 

16.7 

40 

C 

1984  ' 

4.7 

8.8 

5.6 

9 

2 

3.8 

2.9 

0.0 

14 

3 

1985 

14.0 

16.2 

13.0 

12 

3 

14.8 

22.9 

19.0 

62 

5 

1986 

22.1 

14.4 

9.5 

11 

0 

80.6 

18.6 

24.0 

46 

2 

1987 

na 

17.6 

na 

17 

7 

na 

15.7 

na 

21 

1 

Source:     SSB  data  are  from  the  Social  Security  Bulletin.  1988  Annual 
Statistical  Supplement.  Table  7.B9;  data  are  for  year  recorded.    ACT  data 
are  from  HCFA  Office  of  the  Actuary,  SMI-1  Medicare:     Estimated  Supple- 
mentary Medical  Insurance  Disbursements.  February  21,  1989;  data  are  on  a 
cash  basis. 

*SSB:  Includes  home  health,  independent  lab,  and  "other"  services.  ACT: 
Includes  home  health,  group  practice  prepayment  plan,  and  independent  lab. 

na  -  not  available. 


JM/kr 
7356v 
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Table  2 


Comparison  of  Social  Socurlty  Dullotln  and  Office  of  tho  Actuary  Concepts  of  Modlcare  Part  0  Sorvlcos 


Social  Socurlty 
Dullotln 


Offlco  of  tho 
Actuary 


f  lino  period 


I'orlod  bill  or  payment  record 
rocordod  In  IICFA  contra  I  offlco 
fllos 


Period  cash  nlllxJravm  from 
tho  troasury  account. 


Sourco  of  data: 

Physician 

Oulpatlont 

Homo  health 

Independent  lab 

cprp 

Other 

lypo  of  sci  v I co 

Conipononls: 


Payment  rocords  2/ 
UK I DILL 
UM  ID  ILL 

Payment  rocords 
MA 

Ull ID  ILL'S  and  payment  records  2/ 


Physician 
Oulpatlont 
Homo  hoallh 
Indepo/xlcnt  lab 
All  othor 


1/ 

Payment  records  2/ 
UM ID  ILL 
Ull  IB  ILL 

Payment  records 
Capitated  financial  system 
HA 


Physician 
Oulpatlont 
Homo  health  1 
Independent  lab 
GPPP 


Definitions: 
.  Physician 


.  1,0 
.  DO 

.  Oral  surgoon 

.  Chiropractor 

.  Optometrist 

.  Podiatrist 

.  CI Inlcs  composed  of 
physicians  from  two  or 
more  spoclaltlos  \/ 


.  1,0 
.  DO 

.Oral  surgeon 
.  Chiropractor 
.  Optomotrlst 
.  Podiatrist 
.  CI Inlcs  composed  of 

physicians  from  two  or 

more  specialties  W 
.  Orlhotlst  or  prosthotlst 

mod  lea  I  suppllors 
.  Ambulanco  sorylco  suppllors 
.  Independent ly-bl I  ling 

psychologist,  X-ray  suppllor, 

audlologlst,  4  physical  thoraplst 
.  Drug  or  department  stores 
.  Iloallh  or  ho  I  faro  agonclcs 
,  Facl llty  component  for 

ambulatory  surgical  centers 


Physician 
sorvlco  V. 


Medical  services 

Surgical  sorvlcos  plus 
asslstanco  at  surgory 


Medical  and  surgical  caro,  lab, 
X-ray,  and  ambulanco  scrvlcos, 
physical  and  occupational  therapy, 
prosthetics  and  durablo  medical 
equipment 
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(Continued) 


.  npj?J>  3/  HA 


.  Outpatient      .  Oulpatlont  Iwspltal 


.  fioasonnblo-cost  basis  or  risk-basis 
payments  to  lieallh  malntenanco 
organizations  (HMO),  compotltlvo 
mod  lea  I  plans  (CMP),  and  health 
caro  prepayment  plans  (IICPP). 

.  All  outpatient  Including:  5/ 
outpatient  Iwspltal 
rural  hoalth  cl  Inlcs 
freo-standlng  ronal  dialysis  ccnlors 
Sfir  &  hospital  Inpatient  sorvlces 
comprehenslvo  health  ccnlors 
comprohenslvo  outpatient  rehab,  facility 
liosplco  caro 
blood 


.  Othor  .  Orthotlst  or  prosthot 1st  MA 

modlcal  suppllors 
.  Ambulanco  sorvlco  su|)pllors 
.  Indopondontly-bl 1 1 Ing 

psychologist,  X-ray  supplier, 

audlologlst,  l  physical 

thoraplst  i 
.  Drug, or  department  stores 
.  Health  or  wo  I  faro  agencies 
.  Facl I Ity  component  for 

ambulatory  surgical  centers 
.  GPPP  non-physic  Ian  services  Including: 

diagnostic  X-ray  and  lab, 

physical  and  occupational  therapy, 

and  othor  medical  caro  sorvlces 
.  Oulpatlont  billings  for: 

rural  hoalth  cl Inlcs 

froo-standlng  ronal  dialysis  contors 

SHF  &  hospital  Inpatient  services 

comprchonslve  hoalth  centors 

comprohenslvo  outpatlont  rohab.  facility 

liosplco  caro 

blood 


1/  Distribution  of  total  bonoflt  payments  by  typo  of  sorvlco  Is  ostlmatod  by  Medicare 

actuaries  using  billing  and  other  data. 
2/  Payment  record  typo  and  placo  of  sorvlco  categories  are  dolormlnod  by  tho 

largest  single  chargo  on  tho  bill. 
3/  Group  practice  propaymont  plans:   HMO's  and  CMP's  must  provide  all  coverod  Part  A 

and  Part  D  sorvlcos.   The  1 11.0  or  CMP  contracts  with  Modlcaro  to  bo  paid  on  olthor 

a  reasonablo-cost  basis  or  on  a  risk-basis.  IICPP's  provldo  Part  D  covored  sorvlcos 

and  aro  paid  on  a  reasonablo-cost  basis. 
M  Charges  must  bo  uniform  for  a  procedure  regardless  of  tho  physician  In  tho 

group  performing  tho  proceduro.  Mcdlcaro  Is  billed  by  the  group  and 

tho  Individual  physician's  specialty  Is  unknown.  Medlcaro  reimburses  for 

Part  D  sorvlcos  on  a  reasonablo-cost  basis. 
5/  Includos  only  non-physic  Ian  sorvlcos. 
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Outlnys  ol  the  U.S.  Government,  July  1989  and  Other  Periods— Continued 

|$  millions) 


This  Month 

Current 

Fiscal  Year 

to  Dale 

Prior  Fiscal  Year  to  Dale 

Classification 

Qross 
Outlays 

Applicable 
Receipts 

Outlays 

Gross 
Outlays 

Applicable 
Receipts 

Outlays 

Outlays 

Applicable 

Outlays 

Department 'ol  lie. III.  and  Human  Services,  Except  Soclcl 
Security: 

Public  Hoollli  Sorvlce: 

Food  find  Drug  Admlnlstrntlon  

Hoallh  Ftosouicoa  and  Sorvlcos  Admlnlslinllon: 

Public  onlorprlso  lunds  

Honllh  rosourcos  and  sorvlcos  

Indian  Honllh  Sorvlco  

Conlois  lor  Disoase  Control  

National  Instliulos  ol  Hoallh: 

Cancer  Rer.oarch  

Hood.  Lung,  and  Dlood  Roscorch  

Diobolos.  Digoslivo  ond  Kidney  Diseases  

Nosological  Disordors  ond  SUoko  

Alloigy  and  lnlocllou6  Disonsos  

Qonoral  Modicol  Scloncos   

Child  Hoallh  and  Human  Devolopmont  

Olhor  rosoaich  Inslllulos  

Rosoorch  rosourcos  

Olhor   


Tolal— Nolionnl  Inslllulos  of  Honllh 

Alcohol,  Drug  Abuso.  and  Monlol  Health 
Olllco  ol  Assislonl  Socrolory  for  Hoallh  , 

Tolal— Public  Hoallh  Sorvlce   


Hoallh  Caro  Financing  Administration: 

Grants  to  Stales  for  Medicaid   

Payrnonls  lo  hoallh  caro  Irusl  funds  

Olhor  

Fodoral  hospllol  Insuronco  Irusl  lund: 

Bonefil  payrnonls  

Admlnlslrolive  oxponses  ond  conslructlon  . 

Inlorosl  on  normalized  tax  Iranslors  


Total-Fill  trust  fund  . 


Fodoral  supplomontory  modicol  Insuranco  trust  fund: 

—  Bonefil  payrnonls  

Admlnlslrallve  oxponsos  ond  construction  


Totol-FSMI  Irusl  fund 


Fodoral  supplomontol  modicol  Insurance  coloslrophlc 
covorogo  Irusl  fund  


Total— Heolih  Caro  Flnonclng  Administration  

Social  Socurily  Admlnlslrallon: 

Payrnonls  lo  social  socurily  Irusl  lunds  

Spoclol  bonofils  lor  disablod  cool  minors  

Supplomonlol  socurily  Income  program   

Tolal— Social  Socurily  Admlnlslrallon  

Family  Support  Admlnlslrallon: 

Program  odinlnlslratlon  

Fomlly  support  poymonls  lo  Slolos  

Low  Income  homo  onorgy  osslslonco  

nolugoo  ond  onlrnnl  nsslslonce  

Coinmunlly  sorvlcos  

Inlorim  ossisionco  lo  Stales  lor  legalization  

Olhor  

Total— Family  Support  Admlnlslrallon  

Ilumon  Dovolopmonl  Sorvlcos: 

Social  aorvlcos   

Human  dovolopmont  sorvlcos   

Poymonls  In  slalos  lor  loslor  care  and  adoption  assistance 

Tclal— Human  Dovelopmonl  Services  

Dopartmonlol  managomonl  

Proprlotory  rocolpls  Irom  Iho  public  

Inlrnbudgolary  transactions: 
Poymonls  lor  hoallh  Insurance  for  the  ogod: 

Fodoiol  hospital  Insuronco  trust  lund  

Fodoral  supplomonlory  modicol  Insurance  Irusl  fund  .. 
Poymonls  lor  lox  nnd  olhor  crodlls: 

Fodoral  hospital  Insurance  Irusl  lund  

Olhor  

Total— Department  of  Health  and  Human  Services, 
Except  Social  Security  


416 


304 


2.926  28.303 
2.574  27.386 
-2  71 


3,179  31,076 


10 


71 


134,745 

5,933 
74  746 
2B  9,473 


849 


895 


16.152 


302 


-2.574  -26,372 
  -1,015 


13,075  151,122 


576  454    454 

582  475    475 

353  306    30C 

764  741    741 

320  283    283 

131  126    126 

5.049  5.222    5.222 

1.142  1.067    t.067 

103  205    205 

10.429  9.450               2  9.447 

28.383  24.808    24.068 

27.386  23.020    23.028 

72  55    55 

47.129  42,701    42.761 

628  524    524 

47.757  43.285    43.285 

29.916  27.364    27.304 

1.161  1.094    1,094 

31.076  20.457    28,457 

71   

134,746  119.004    119.694 

5.933  5.417    5,417 

746  769    769 

9,473  9.60G    9.606 

16.152  15.791    15.791 

G4  CO    60 

9.361  9.041    9.041 

1.345  1.521    1.521 

290  250    258 

330  342    342 

226  (")    f) 

67  73    73 

1 1 .683  1 1.297    11.297 

2,224  2.10G    2.100 

2.279  1.666    1.660 

679  854    854 

5.382  4.706    4.706 

115  160    100 

-9,525                            7.222  -7.222 

-26.372  -  22.071    -22.071 

-1.015  -1,037    -1,037 

141,595  137,906  7,224  130,772 
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Notes 


1.  A  more  detailed  discussion  is  contained  in  a  separate  report  (Center 
for  Health  Policy  Research,  1989). 

2.  To  illustrate,  suppose  the  SSB  data  lag  the  Actuary  data  by  one 
year.     Then  the  SSB  data  for  year  t  would  be  identical  to  the  Actuary 
data  for  t-1  and,  hence,  necessarily  less  than  the  Actuary  data  for 
t,  as  long  as  the  data  always  grow  over  time. 

3.  Actuary  data  include  risk-basis  payments  and  prepayment  amounts  to 
Group  Practice  Prepayment  Plan  providers,  whereas  SSB  data  do  not. 

4.  Physician  and  supplier  service  claims  are  processed  through  carriers. 
Beneficiaries  may  hold  claims  for  up  to  fifteen  months.  Outpatient, 
home  health,  and  independent  lab  services  are  submitted  by  providers, 
usually  without  delay.     For  this  reason,  shares  of  total  spending  for 
the  last  year  reported  (1986  as  of  this  writing)  may  be  underrepre- 
sented  for  physician  services  and  overrepresented  for  outpatient 
services . 


References 


Board  of  Trustees.  Federal  Supplementary  Medical  Insurance  Trust  Fund. 
1989  Annual  Report  of  the  Board  of  Trustees  of  the  Federal 
Supplementary  Medical  Insurance  Trust  Fund.     Washington,  D.C.,  April 
24,  1989. 

Center  for  Health  Policy  Research.    American  Medical  Association. 
A  Comparison  of  Alternative  Measures  uf  Medicare  Part  B 
Expenditures.     Chicago,  April  1989. 

Committee  on  Ways  and  Means.     U.  S.  House  of  Representatives. 

Background  Material  and  Data  on  Programs  Within  the  Jurisdiction  of 
the  Committee  on  Ways  and  Means.    Washington,  D.C.:  U.  S.  Government 
Printing  Office,  March  15,  1989. 


Office  of  the  Actuary.     Health  Care  Financing  Administration. 
SMI-1  Medicare:     Estimated  Supplementary  Medical  Insurance 
Disbursements .    Unpublished  report,  February  21,  1989. 


106 


CO 

CD 
k_ 

CO 

JZ 

GO 
c 

CD 

£ 

^  CO 
CD  °" 

b:  00 

~5  CD 
CD  o 

LL  > 

CD 
CO 

c 
CO 

"o 

~co 
>. 
_c 

Q_ 


CD 
CO 
CD 


LO 
CO 
CD 


CO 
CD 


CO 
CO 
CD 


CM 

CO 

CO 

c 

CD 

o 

c 

CD 

TD 

TD 

T — 

C 

CO 

Ctf 

CD 

CO 

0) 

o 

D 

o 

CO 

i_ 

O 

O 

CO 

CD 

X  CD 

CD  00 

z  °2 

CD  \ 

CO  00 

107 


CO  oo 


108 


109 


Chairman  Stark.  Well,  Doctor,  you  don't  seem  to  be  addressing 
Congress'  problem,  and  I  guess  that  is  a  15  percent  compound 
growth  rate,  approximately  a  15  percent  compound  increase  in  phy- 
sicians' net  income  after  expenses,  a  50  percent  greater  expendi- 
ture of  our  gross  national  product  than  other  nations  which  have  a 
better  record  of  providing  health  care  to  their  citizens  than  does 
the  United  States  as  measured  by  almost  every  statistic  available, 
and  some  great  pressure  to  reduce  the  deficit. 

Now  the  relative  value  scale,  which  the  AMA  contributed  to 
bringing  some  consensus  to,  is  a  useful  tool  when  you  ration  wheth- 
er it  is  care  or  dollars.  I  prefer  to  ration  the  dollars  to  physicians 
who  are  arguably  well  paid  and  have  had  greater  increases  than  I 
can  say  now  even  the  Members  of  Congress. 

But  the  real  issue  is  that  there  is  nothing  in  your  statement,  and 
I  suspect  that  that  is  a  purposeful  omission,  that  talks  specifically 
with  limiting  the  aggregate  dollars,  and  we  have  two  other  groups 
who  have  suggested  to  us  ways  that  this  can  be  done.  And  I  rather 
suspect  that  whether  it  is  this  year  or  next  year  the  Congress  is 
going  to  do  that. 

What  is  troublesome  to  me  is  that  most  all  of  the  other  groups 
are  willing  to  participate,  and  as  you  heard  the  testimony  here 
today,  to  join  with  us  in  finding  a  way  to  cap  the  volume  and  the 
aggregate  dollars. 

My  question  is,  in  the  absence  of  any  specific  study  that  the 
AMA  is  looking  for,  why  won't  the  AMA  join  with  us  in  saying 
that,  one,  we  have  some  consensus  on  the  fact  there  needs  to  be 
adjustment  to  the  fee  schedule,  and  I  suspect  there  is  some  consen- 
sus building  to  have  aggregate  caps.  The  real  question  is  going  to 
be  how  we  get  those  caps  on  the  aggregate  expenditures  enforced. 

And  the  reason  that  the  AMA  could  be  very  useful  it  seems  to 
me  in  something  like  that  is  that  we  are  going  to  need  a  self-en- 
forcement mechanism,  and  they  might  very  well  play  a  major  role. 
If  you  maintain  your  present  course;  which  is  head  in  the  sand  and 
hope  it  will  go  away,  there  really  isn't  any  need  for  us  to  negotiate 
with  you.  You  don't  add  anything  to  it.  You  keep  saying  you  want 
a  study.  And  if  this  committee  is  going  to  go  ahead  and  do  one,  I 
just  suggest  that  to  you  and  your  board  or  whoever  makes  these 
decisions  that  if  you  want  to  play,  you  want  to  participate,  "no"  is 
not  a  negotiating  stance.  "No"  is  no  negotiation.  I  don't  know  how 
you  plan  to  have  any  input  to  this. 

Dr.  Painter.  Let  me  respond  by  simply  saying  that  AMA  is  al- 
ready undertaking  a  study  with  the— joint  studies  with  The  RAND 
Corporation  focusing  in  on  practice  parameters. 

Chairman  Stark.  Who  is  going  to  pay  for  those  studies? 

Dr.  Painter.  That  is  being  funded  by  AMA  as  I  understand  it, 
and  we  will  then  have  indicated  that  we  will  complete  that  study 
by  the  end  of— 5  of  the  parameters  by  the  end  of  this  year  and  10 
by  the  end  of  next  year. 

Chairman  Stark.  What  is  that  study  intended  to  study? 

Dr.  Painter.  It  is  intended  to  look  at  those  areas  of  medicine  in 
which  there  is  no  common  agreement  on  what  is  the  most  appro- 
priate and  develop  a  consensus  that  will  then  give  us  the  param- 
eters relating  to  a  specific  disease  or  a  treatment  in  which  a  physi- 
cian  
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Chairman  Stark.  How  does  that  deal  with  the  aggregate  ex- 
pense? 

Dr.  Painter.  If  you  will  allow  me — the  way  it  will  deal  with  ag- 
gregate expense  is  that  as  that  is  developed  then  we  can  take  it  to 
our  physicians  and  get  them  to  incorporate  better,  more  efficient 
care  in  their  practice. 

Chairman  Stark.  OK.  That  is  fine. 

Dr.  Painter.  And  that  will  begin  to  deal  with  the  volume. 

Chairman  Stark.  Let's  say  I  will  give  you  that.  However  it  comes 
out,  I  will  stipulate  that  is  what  we  will  have.  But  let's  say  then 
the  aggregate  expense  is  too  big.  What  do  we  do  then? 

We  take  the  RAND  study  and  we  will  incorporate  it.  This  is  the 
way  you  ought  to  treat  the  flu,  or  this  is  the  way  you  ought  to  treat 
appendicitis.  Three  of  these  procedures  and  two  of  these  and  one  of 
these,  and  this  is  the  fee  we  have  agreed  to.  And,  lo  and  behold, 
medical  expenses  go  up  20  percent.  Then  what  do  we  do? 

Dr.  Painter.  Well,  I  think  what  we  have  to  do  is  look  at  how  you 
want  to  distribute  the  dollars. 

Chairman  Stark.  Charge  the  taxpayers  to  increase  your  income 
or  charge  the  beneficiaries.  I  mean,  sooner  or  later  you  are  going  to 
have  to  deal  with  the  fact  that  the  docs  have  to  give  something  to 
this.  They  can't  get  ever  more.  They  don't  have  a  blank  check.  Ev- 
erybody has  got  to  be  willing  to  give  a  little  financially,  and  we  are 
not  hearing  that. 

We  are  hearing  it  from  others.  Every  other  subspecialty  has 
either  come  to  our  committee  in  previous  years  or  was  here  this 
year  willing  to  take  some  of  the  heat.  The  AMA  is  saying — don't 
address  that.  They  are  saying  ration  the  care  to  the  beneficiaries, 
charge  more  to  the  taxpayers.  How  about  the  docs  taking  a  little 
less  income? 

Dr.  Painter.  Well,  I  think  what  we  should  point  out  is  

Chairman  Stark.  Would  you  pay  for  that  or  not? 

Dr.  Painter  [continuing].  That  the  fees  that  we  have  had  

Chairman  Stark.  No,  income  

Dr.  Painter  [continuing].  Are  really  behind  the  inflation.  One, 
the  increased  assignment  rate  which  we  have  taken  I  think  is  im- 
portant. We  went  through  a  fee  freeze  of  some  40  months,  as  you 
realize. 

Chairman  Stark.  But  the  fee  freeze  had  nothing  to  do  with  your 
incomes,  which  went  up  between  12  and  15  percent  a  year  com- 
pounded. So  the  fee  freeze  had  no  effect  on  the  net  income  of  doc- 
tors, as  reported  by  the  AMA. 

Dr.  Painter.  The  MEI,  of  course,  is  put  in  to  limit  the  amount 
that  you  can  increase  your  fees,  and  then  we  have  the  maximum 
allowable  actual  charge.  I  think  those  factors  are  important. 

I  think  there  is  one  other  area  that  you  might  consider  in  your 
thinking,  and  that  is  that  80  percent  of  our  Medicare  beneficiaries 
now  have  medigap  insurance.  That  has  effectively  removed  the 
copay  and  deductible  part  of  what  they  pay  as  well  as  supply  other 
benefits. 

In  effect,  the  original  model  which  was  designed  to  reduce — pro- 
vide financial  incentives  to  the  patient  that  they  had  to  participate 
in,  has  been  removed  and  we  now  see  an  increased  demand.  Our 
patients  are  coming  in  and  saying  we  have  heard  about  this.  We 
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think  it  will  help.  We  now  know  we  can  get  cataract  surgery,  be 
out  in  an  hour,  be  home  in  2  hours,  and  have  our  sight  restored.  So 
the  demand  side  is  another  thing  which  I  think  needs  to  be  ad- 
dressed as  part  of  the  situation. 

Chairman  Stark.  Wouldn't  you  think  that  maybe  there  is  a  pos- 
sibility that  the  ophthalmologist  might  take  a  little  bit  less  for 
each  procedure?  That  has  been  going  up  at  a  rate  of  15  or  20  per- 
cent, while  the  time  necessary  to  do  it  has  been  coming  down  and 
the  learning  curve  has  been  getting  flatter  as  they  can  learn  or  are 
trained  in  2  hours  instead  of  2  months,  and  yet  their  fees  go  up. 

All  I  have  heard  today  is  the  poor  beneficiary  better  pay  more. 
That  will  slow  it  down.  The  taxpayer  better  pay  more.  That  will 
help.  I  have  never  heard  one  word  that  the  doctors  might  take  a 
little  less.  And  until  you  are  ready  to  negotiate  with  us  on  that, 
your  testimony  becomes  very  irrelevant.  It  is  let  the  other  guy  pay, 
and  that  hardly  seems  like  you  want  to  play  with  us  in  good  faith. 

Dr.  Painter.  Well,  let  me  respond  by  saying  the  ophthalmologist 
as  well  as  other  specialties  in  joining  in  the  RBRVS  is  participating 
in,  if  it  is  adopted,  a  more  equitable  type  of  arrangement  that  takes 
into  account  the  work  and  the  practice  cost  and  generates  the 
actual  fee.  So  we  think  that  there  needs  to  be  a  complete  revision 
of  the  current  system  to  get  rid  of  a  number  of  the  inequities,  and 
then  the  RBRVS  will  provide  the  framework  for  

Chairman  Stark.  Do  you  think  there  is  any  limit  on  what  per- 
centage of  our  gross  national  product  ought  to  be  spent  in  physi- 
cians' fees?  Is  there  any  limit  that  you  can  imagine? 

Dr.  Painter.  I  think  that  in  general  the  key  question  is  medical 
care  a  product;  and,  if  it  is  a  product  that  people  are  purchasing 
like  going  on  vacation  or  going  buying  clothes  or  buying  any  other 
essential  ingredient,  do  the  people  want  to  put  a  limit  on  their 
access  to  medical  care?  Do  they  want  a  cap?  Would  they  rather 
spend  their  money  on  good  health  care  or  some  other  aspect  of  the 
economy? 

After  all,  medicine  and  health  care  is,  of  course,  an  industry  in 
the  sense  that  it  hires  a  lot  of  people  and  does  contribute  to  the 
economy  as  well. 

Chairman  Stark.  I  don't  think  you  answered  my  question.  I  just 
said  is  there  any  limit?  Should  there  be  any  limit  at  any  time  on 
what  this  country  pays  to  doctors  as  a  group? 

Dr.  Painter.  I  think  that  is  an  answer  that  the  people  of  this 
country  are  going  to  need  to  provide.  Do  they  want  to  have  a  defi- 
nite cap?  And  if  so  

Chairman  Stark.  Let's  assume  for  a  minute  that  is  the  decision 
of  the  people  who  elect  us  and  speak  through  us  as  their  represent- 
ative, and  let's  assume  for  a  minute  that  a  majority  of  us  are  going 
to  say  yes,  we  want  a  cap,  aggregate  cap  this  year. 

Now  what  is  the  best  way  and  how  are  you  going  to  work  with  us 
to  achieve  that? 

Dr.  Painter.  A  cap  on  

Chairman  Stark.  Aggregate  expenditure. 

Dr.  Painter.  For  health  care  generally? 

Chairman  Stark.  For  part  B.  That  is  what  we  are  concerned 
with  right  now,  the  doctors'  fees. 
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Dr.  Painter.  I  think  the  key  on  that  would  be  if  there  were  to  be 
that  cap  we  would  have  to  look  at  what  the  cap  was  and  look  at 
what  the  priorities  are  within  that  framework  and  try  to  come  up 
with  where  it  ought  to  go. 

Chairman  Stark.  OK.  As  the  President  likes  to  say,  read  my  lips, 
Doctor.  There  is  going  to  be  a  cap.  And  whether  we  do  it  here,  you 
don't  get  it  from  this  committee,  you  are  going  to  get  it  from  the 
major  unions  and  the  major  manufacturers  and  the  major  insurers 
in  this  country.  It  is  not  something  unique  to  this  subcommittee.  If 
you  can  read  the  public  press  without  moving  your  lips,  you  know 
as  well  as  I  do  that  there  is  mounting  concern  for  the  increased 
cost  of  the  medical  delivery  system,  and  that  includes  physicians' 
fees. 

There  is  going  to  be  an  aggregate  cap.  And  the  question  is  do  you 
want  to  participate  in  designing  that  or  do  you  want  to  see  every- 
body else  design  it  and  see  the  AMA  left  out?  And  all  I  am  suggest- 
ing is  that  the  business  of  getting  things  done  here  is  the  business 
of  negotiation  and  compromise,  and  that  basically  relative  to  the 
cap  the  AMA  is  not  compromising,  nor  are  they  suggesting  any- 
thing except  alternative  horror  stories,  rationing. 

And  the  cap  is  very  likely  to  cut  into  the  aggregate  amount  of 
dollars  that  physicians  receive.  I  understand  that.  And  you  can  say 
under  no  circumstances  will  you  support  that,  which  is  understand- 
able. I  mean,  many  associations  take  that  position  with  us.  And 
then  we  say  fine.  Then  there  is  no  reason  to  have  you  at  the  bar- 
gaining table,  and  you  can  lobby,  as  you  have  in  the  past,  to  beat 
issues.  Where  we  have  cut  deals  with  subspecialties,  the  AMA  has 
lobbied  against  it  and  often  won.  But  the  pendulum  swings,  and 
when  the  time  comes  to  put  the  cap  on,  the  AMA  is  not  going  to  be 
at  the  table  unless  they  have  something  to  negotiate  with. 

And  I  would  just  commend  you  to  go  back — it  is  an  understand- 
able position.  If  that  is  the  AMA's  position,  fine.  Be  proud  of  it. 
Don't  waffle  around  it.  You  can't  have  both  ends  of  that  teeter- 
totter  in  the  air  at  the  same  time.  You  have  said  cut  back  on  serv- 
ices to  beneficiaries.  I  don't  think  we  are  going  to  do  that  entirely. 
You  have  said  have  the  taxpayers  pay  more.  Do  that.  Fine. 

The  question  is,  if  you  want  to  say  don't  touch  the  aggregate 
amount  you  pay  to  physicians,  leave  that.  If  you  don't  have  a  cap, 
the  other  side  of  that  coin  is  leave  it  open-ended.  And  if  there  is  no 
moving  off  that  position,  it  would  be  more  helpful,  save  you  a  lot  of 
effort  and  time  just  to  say  that  is  the  AMA's  position  and  you  are 
not  going  to  participate  in  any  discussion  where  there  is  a  cap. 
Then  we  will  go  on  without  you. 

I  am  reading  into  your  testimony  that  position.  And  if  that  isn't 
the  case,  I  hope  you  will  enlighten  us  soon.  Because  the  specialists, 
the  surgeons  came  in,  said  we  want  a  deal  and  we  understand 
there  has  got  to  be  a  cap.  And  these  are  surgeons  that  I  know  and  I 
know  that  we  had  with  us  today  one  of  the  most  highly  respected 
surgeons  in  the  entire  United  States.  And  he  does  not  come  here 
saying  that  lightly  because,  even  though  he  and  I  were  classmates 
in  college,  I  am  sure  our  philosophies  have  diverged  over  the  years. 

But  the  radiologists  came  to  see  us,  the  emergency  room  physi- 
cians came  to  see  us,  and  indeed  your  own  specialty,  the  internists, 
are  willing  to  deal.  It  is  just  a  matter  of  great  wonder  to  me  that 
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the  AMA  and  the  NRA  are  about  the  only  two  trade  organizations 
in  this  country  that  think  they  can  stonewall  progress.  And  I  hope 
that  we  will  see  you  back  here  again  soon  where  the  AMA  can  con- 
tribute something  other  than  being  naysayers. 

Dr.  Painter.  Well,  Mr.  Chairman,  your  message  is  quite  clear, 
and  certainly  I  will  take  it  back  to  the  AMA  and  deliver  what  you 
have  said  and  bring  it  to  their  attention. 

Chairman  Stark.  Thank  you  very  much. 

Dr.  Painter.  Thank  you. 

[Whereupon,  at  1:10  p.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  Chair.] 

[Submissions  for  the  record  follow:] 
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The  American  Dental  Association  appreciates  this  opportunity  to 
express  its  views  on  proposed  reforms  to  the  system  of 
physician  payment  in  Medicare  and  particularly  the  Resource- 
Based  Relative  Value  Scale  developed  by  William  C.  Hsiao, 
Ph.D.,  Harvard  University. 

The  Medicare  program,   as  now  constructed,   includes  relatively 
few  dental  procedures  and  those  that  are  included  are  of  a 
surgical  nature.     The  American  Association  of  Oral  and 
Maxillofacial  Surgeons,   representing  the  dental  speciality  most 
directly  involved  in  Medicare,  has  presented  its  analysis  and 
criticisms  of  the  Harvard  system  to  the  Physician  Payment 
Review  Commission.     The  American  Dental  Association  has  advised 
the  Commission  that  it  is  in  substantive  agreement  with  that 
presentation. 

But,  despite  the  general  exclusion  of  dental  procedures  in 
Medicare  at  this  time,  the  Association  believes  that  the  system 
of  physician  payment  that  the  Congress  eventually  enacts  for 
Medicare  will  strongly  influence  other  health  benefits 
programs,  public  and  private.     While  certainly  there  are  many 
similarities  in  the  responsibilities  of  physicians  and  dentists 
to-  patients,   in  the  delivery  of  medical  and  dental  services  and 
in  the  benefit  programs  that  assist  in  payment  for  those 
services,  there  are  crucial  differences  as  well.     For  this 
reason,  we  consider  it  advisable  to  present  to  the  Subcommittee 
those  factors  related  to  the  delivery  of  and  payment  for  dental 
care  that  render  the  application  to  dentistry  of  the  Harvard 
system  (or  any  resource-based  relative  value  system) 
unnecessary  and,   indeed,  inappropriate. 

Most  fundamentally,  the  forces  that  influence  and  to  a 
considerable  degree  shape  the  dental  care  market  have 
traditionally  been  efficient  and  remain  so.     Why  this  has  been 
the  dental  experience  and  not  the  medical  (in  many  disciplines, 
at  least)  is  attributable,  we  believe,  to  these  circumstances: 

o      Dental  benefits  have  achieved  less  acceptance  in  the 

population  than  hospital-medical-surgical  benefits  (approxi- 
mately 100  million  persons  currently  covered  for  dental  as 
opposed  to  about  190  million). 

o      Virtually  all  dental  benefit  programs  contain  substantial 
cost-sharing  provisions,  especially  for  the  more  extensive, 
and  expensive,  procedures.     This  has  been  true  since  the 
inception  of  dental  benefit  programs  35  years  ago. 

o      The  mix  of  covered  and  uncovered  individuals  who  pay  part 
or  all  of  the  cost  for  dental  treatment  results  in 
approximately  two  of  every  three  dollars  spent  on  dental 
care  being  paid  out-of-pocket,  a  proportion  not  expected  to 
change  through  the  year  2020. 

o      ADA-member  dentists  (about  3  of  4  dentists)  are  ethically 
prohibited  from  charging  higher  fees  to  their  patients  with 
benefits  than  they  charge  to  their  other  patients. 
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o      By  their  nature,  most  dental  conditions  are  neither 

life-threatening  nor  of  such  severity  that  the  patient's 
usual  consumer  purchasing  considerations  are  negated  or 
greatly  diminished  when  seeking  the  most  appropriate 
treatment.  Even  in  the  instance  of  dental  emergencies, 
where  acute  pain  is  present,  the  immediate  palliative 
treatment  sought  ordinarily  involves  relatively  inexpensive 
procedures . 

o      The  majority  of  dental  conditions  are  susceptible  to 

alternative  treatment  procedures,   (not  necessarily  equally 
effective,  but  at  least  adequate),  with  substantial 
differences  in  their  costs. 

With  respect  to  a  resource-based  relative  value  scale's  serving 
to  correct  fee  inequities  created  by  uneven  coverages  and  gaps 
in  coverage  across  procedures,   such  inequities,  by  and  large, 
do  not  exist  in  the  dental  market.     Most  practicing  dentists  (4 
out  of  5)  are  general  practitioners  who,   for  the  most  part, 
provide  a  full  range  of  dental  procedures. 

The  result  in  dentistry  is  a  market  in  which  consumer- 
patients  seek  treatment  at  their  discretion  (within  a 
reasonable  time-frame),  make  judgments  about  the  cost  of  care 
and  choose  between  alternative  courses  of  treatment.  The 
dental  market  is  controlled  by  the  effective  demand  for 
services.     Thus,  dental  practices  are  extremely  sensitive  to 
local  market  conditions.     We  believe  the  measure  of  the 
accuracy  of  this  description  is  the  Consumer  Price  Index,  in 
which,  since  1968,  the  rise  in  the  cost  of  all  services  has 
been  314.9%;  of  dentists'   services,  297.4%;  of  medical  care, 
363.5%;  of  physicians'   services,  366%;  and  of  hospital  services 
678.8%. 

We  believe  the  efficiency  of  the  dental  market  is  due  largely 
to  the  fact  that  the  payment  systems  in  dental  benefit  programs 
are  based  on  actual  charges.     The  most  widely  used  system  for 
reimbursing  dental  treatment  is  based  on  the  dentist's  "usual, 
reasonable  and  customary"  fees,  which  is  very  similar  to  the 
CPR  system  used  to  reimburse  physicians  for  medical  services. 

The  difference  between  the  two  systems  rests  mainly  with  the 
providers  they  reimburse.     The  apparent  inequity  created  for 
physicians  by  the  CPR  is  due  to  the  diversity  of  practices, 
i.e.,  cognitive  versus  procedural.     With  very  few  exceptions, 
dental  services  are  procedural. 

Admittedly,   to  be  effective,  URC  systems  require  consistency  in 
their  structure  and,   in  their  operation,   rigorous  continuing 
attention  to  the  market  that  forms  their  base.     For  the  past 
two  years,  the  Association  has  been  cooperating  with  the 
National  Association  of  Insurance  Commissioners  in  the 
development  of  guidelines  for  the  consistent  and  accurate 
administration  of  URC  dental  programs.     This  project  has 
consumed  considerable  Association  resources.     We  contend, 
however,   that  the  complexities  we  have  encountered  in  examining 
the  URC  approach  are  minor  when  compared  with  the 
administrative  effort  that  would  be  required  to  maintain  a 
resource-based  relative  value  scale  as  an  accurate  reflection 
of  dental  practice  over  time. 

Because  the  Subcommittee  is  addressing  physician  payment  in 
Medicare,  the  concerns  we  have  expressed  may  appear 
irrelevant.     But  at  some  future  time,  the  scope  of  Medicare 
coverage  may  expand  and,  even  if  dental  services  are  never 
included  in  the  program,  the  potential  influence  of  Medicare 
payment  reforms  on  other  benefit  programs  should  not  be 
ignored.     Accordingly,  we  request  that  the  Subcommittee 
acknowledge  in  its  report  the  distinctions  we  have  delineated, 
which,  we  believe,  make  the  application  to  dentistry  of  the 
Harvard  system  or  any  resource-based  relative  value  system 
inappropriate . 
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Linda  Hiddemen  Barondess 

Executive  Vice  President 


April   6,  1989 


Robert  J.  Leonard 
Chief  Counsel 

Committee  on  Ways  and  Means 

US  House  of  Representatives 

1102  Longworth  House  Office  Building 

Washington,   DC  20515 

Dear  Mr.  Leonard: 

The  American  Geriatrics  Society  (AGS)  is  a  professional 
organization  whose  membership  includes  over  5,000  physicians,  in 
both  practice  and  academic  settings,  who  provide  care  for  the 
elderly.  The  Society  has  a  keen  interest  in  your  deliberations 
concerning  the  Physician  Payment  Review  Commission's  Report  to 
Congress  and  reimbursement  for  physician  services  under  Medicare. 
The  Society  has  submitted  testimony  to  the  Physician  Payment 
Review  Commission  in  response  to  their  1989  Report  to  Congress. 
A  copy  of  our  testimony  is  attached  to  this  letter. 

The  following  is  an  outline  of  some  of  the  key  issues 

1.  Physicians  who  limit  or  focus  their  practices  on  the 
care  of  the  elderly  are  almost  totally  dependent  on 
Medicare  and  Medicaid  reimbursement.  There  is  little 
chance  for  "cross-subsidization"  from  patients  who  pay 
full  charges.  Further,  because  those  with  expertise  in 
geriatric  medicine  tend  to  treat  patients  with  severe 
chronic  illness  and  who  are  of  very  advanced  age, 
"balance  billing"  is  uncommon  among  geriatricians. 
Thus,  while  the  AGS  supports  measures  to  reduce  the 
burden  of  balance  billing  on  the  frail  elderly,  we 
would  also  urge  that  payment  for  home  and  office  visits 
be  tied  to  a  level  that  more  accurately  reflects  the 
time  and  effort  involved  in  providing  the  service. 

2.  We  strongly  support  redressing  the  balance  between 
technical  procedures  and  cognitive  services.  Because 
of  the  diminished  physiological  reserves  and  relatively 
short  life  expectancies  in  many  elderly  persons  with 
chronic  illness,  technology  must  be  applied  with 
increased  caution.  In  addition,  physical,  cognitive, 
and  communicative  disorders,  which  are  not  uncommon  in 
the  frail  elderly,  require  increased  time  and  effort 
for  the  basic  assessment  of  health  problems.  For  these 
reasons,  we  could  not  support  a  resource-based  relative 
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value  scale  based  on  historical  charges. 

3.  Comprehensive  Geriatric  Assessment,  a  process  that  was  the 
focus  of  a  recent  National  Institutes  of  Health  Consensus 
Conference,  has  been  shown  to  be  effective  in  improving 
outcomes  and,  in  some  cases,  reducing  overall  health  care 
expenditures.  We  would  urge  you  to  consider  Comprehensive 
Geriatric  Assessment  as  a  procedure  that  could  be  reimbursed 
under  Medicare.  We  would  be  glad  to  provide  technical 
assistance  in  defining  the  procedure,  with  "bundling"  of  a 
number  of  services,  and  in  setting  reasonable  limits  to  its 
utilization  and  pricing. 

4.  Data  on  the  use  of  physician  services  by  the  frail  elderly, 
and  especially  those  over  84,  indicate  a  relative  under-use 
of  physician  services.  While  the  use  of  hospital,  home 
care,  and  nursing  homes  increases  steeply  with  age  and  with 
multiple  chronic  illnesses,  the  use  of  out-patient  physician 
services  increases  less  than  15%  from  age  65  to  age  85. 
Given  the  evidence  from  capitated  health  care  systems  that 
ambulatory  care  visits  may  reduce  the  use  of  hospital  care, 
we  would  ask  that  you  consider  measures  that  might  increase 
the  relative  use  of  home-  and  office-based  visits  by  the 
frail  elderly. 

5.  Because  of  the  increased  vulnerability  of  the  frail  elderly 
to  abuse  or  exploitation,  developing  adequate  measures  of 
quality  of  care  that  can  be  applied  by  organizations,  such 
as  PROs,  is  of  vital  importance  to  the  effective  and 
efficient  care  of  this  group  of  patients.  It  is  often 
difficult  or  impossible  for  the  frail  elderly  to  register 
complaints  or  to  seek  an  alternative  source  of  physician 
services . 

6.  There  is  a  critical  need  for  studies  or  diagnostic  and 
therapeutic  efficacy  in  the  elderly,  and  especially  in  those 
over  75  or  80  years  of  age.  The  alteration  in  physiologic 
reserve,  shortened  life  expectancy,  and  increased  incidence 
and  prevalence  of  disease  are  just  a  few  of  the 
characteristics  of  the  older  patient  that  may  change  the 
efficacy  of  diagnostic  or  therapeutic  interventions.  Many 
technologies  are  applied  to  the  elderly  population  with 
little  or  no  prior  testing  using  a  comparable  age-  and 
illness-matched  group. 

7.  While  capitation,  especially  in  the  form  of  the  so-called 
Social  Health  Maintenance  Organization,  offer  promise  of 
improving    the   overall    care    of    the   elderly,    the  present 
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system  of  capitation  strongly  encourages  the  exclusion  of 
the  older,  frail  elderly  from  capitated  systems.  Indeed, 
one  can  make  a  strong  argument  that  it  is  precisely  the 
frail  elderly  person  with  multiple,  high  cost  chronic 
illnesses,  whose  care  is  most  likely  to  be  made  more 
efficient  by  the  managed  care  provided  by  many  HMOs.  We  are 
concerned  that  the  current  system,  using  the  AAPCC,  has 
encouraged  HMOs  to  slant  their  marketing  to  the  healthy 
elderly,  resulting  in  actual  increased  total  costs  to  the 
Medicare  system. 

The  careful  and  thoughtful  approach  of  the  Physician  Payment 
Review  Commission  has  already  brought  much  needed  rationality  to 
this  very  complex  and  potentially  divisive  issue.  We,  in 
general,  support  the  positions  taken  in  the  Commission's  1989 
Report  to  Congress  and  ask  that  you  give  consideration  to  the 
issues  outlined  above  as  you  review  the  PPRC's  Report. 


Sincerely, 


Richard  H.  Ham,  MD 

President,  American  Geriatrics  Society 


L.  Gregory  Pawlson,  MD 
President-elect,  American  Geriatrics  Society 
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Testimony  of  the  American  Geriatrics  Society 
to  the 

Physician  Payment  Review  Commission 


February  8,  1989 


Richard  W.   Lindsay,  MD 

Chairman  of  the  Board 

American  Geriatrics  Society 


.The  5,000  physicians  and  health  care  professionals  who  are 
members  of  the  American  Geriatrics  Society  are  dedicated  to  the 
advancement  of  research,  education,  and  clinical  practice  related 
to  the  medical  care  of  older  persons.  Most  important  for  this 
Commission  is  that  the  clinical  care  /provided  by  our  members  is 
focused  almost  exclusively  on  Medicare  beneficiaries,  and  most 
often  on  those  older  persons  with  multiple  illnesses  and 
impairments  of  physical,  cognitive,  behavioral,  and/or  social 
functioning.  In  addition  to  the  usual  physician-patient 
relationship,  and  in  concert  with  nurses,  social  workers,  and 
other  health  care  professionals,  the  geriatrician  often  plays  an 
advocacy  role — on  behalf  of  this  group  of  patients.  Geriatrics 
is  also  assuming  a  more  prominent  role  within  medicine.  There 
are  now  a  growing  number  of  accredited  fellowship  programs  in- 
geriatric  medicine.  The  American  Boards  of  Internal  Medicine  and 
Family  Practice  have  created  a  joint  certificate  of  added 
competency  examination  in  geriatric  medicine,  the  Board  of 
Psychiatry  and  Neurology  may  follow  in  the  near  future. 

There  are  still  relatively  few  geriatricians  and  continuing 
controversy  as  to  whether  geriatrics  is  a  unique  clinical 
subspecialty.  However,  the  fact  that  there  is  a  group  of 
physicians  who  provide  services  exclusively  for  Medicare 
beneficiaries  and,  specifically.,  the  so-called  frail  elderly, 
raises  several  important  issues  for  the  Commission  to  consider  in 
evaluating  the  equity  of  Medicare  physician  reimbursement. 

1.  Because  Medicare  and  Medicaid  reimbursement  is  often  the 
sole  source  of  clinical  income  for  physicians  specializing 
in  the  care  of  the  frail  elderly,   they  are  unable  to  "cross- 
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subsidize"  revenues  from  private  pay  patients. 

2.  Because  the  frail  elderly,  in  general,  have  limited  incomes, 
high  medical  care  expenses,  and  may  have  difficulty  in 
filing  multiple  Medicare  claims,  the  American  Geriatrics 
Society  encourages  its  members  to  accept  assignment  on  all, 
or  nearly  all,  claims.  However,  present  Medicare 
reimbursement  policies  create  major  dilemmas  for  physicians 
in  some  rural  areas  of  the  country  and  for  physicians  who 
provide  mostly  evaluation  and  management  services. 

3.  The  vast  majority  of  services  provided  by  geriatricians  are 
evaluation  and  management,  providing  little  opportunity  for 
high  revenue  to  time  technical  procedures. 

4.  The  use  of  multiple  professionals  in  an  interdisciplinary 
team  is  a  major  tenet  of  geriatric  practice. 

5.  Comprehensive  geriatric  assessment  (CGA),  which  many 
geriatricians  feel  is  a  hallmark  of  geriatric  practice  and 
for  which  a  substantial  literature  exists  on  its 
effectiveness,  does  not  have  a  CPT-4  code  nor  is  it 
recognized  by  the  Health  Care  Financing  Administration 
(HCFA)   as  a  reimbursable  procedure  by  Medicare. 

More  important  for  the  beneficiaries  of  Medicare  is  the  need 
for  a  reimbursement  system  that: 

1.  Encourages  physicians  to  provide  services  for  older  persons 
with  severe  chronic  illness  and  functional  impairment. 

2.  Recognizes  that  the  care  of  the  frail  elderly  requires  more 
detailed  attention  as  to  how  and  when  the  application  of 
expensive  and  invasive  technologies  is  truly  beneficial. 

3.  Protects  the  beneficiary  with  high  medical  and  self-care 
expenses  from  excessive  out-of-pocket  expenses. 

4.  Does  not  create  needlessly  complex  claims  forms  and 
confusing  information  about  self-pay  costs  for  those  who 
have  frequent  need  for  medical  care  services. 

For  these  reasons,  we  continue  to  support  the  development  of 
a  fee  schedule  that  is  based  on  a  resource-based  relative  value 
scale  (RBRVS)  for  reimbursement  of  physicians  in  the  Medicare 
program.  We  appreciate  the  attention  that  the  Physician  Payment 
Review  Commission  gave  our  testimony  at  the  November  1988 
session.  We  would  like  to  offer  a  few  added  general  observations 
concerning  the  RBRVS  as  well  as  to  comment  on  issues,  which  the 
Commission  will  address  in  its  March  report  to  Congress,  that  are 
germane  to  our  Society  and,  we  hope,  to  the  patients  for  whom  we 
provide  care. 

1.  Review  and  evaluation  of  the  Hsiao  study:  While  we  continue 
to  support  the  validity  of  the  study,  we  feel  that  devising 
a  fee  schedule  specifically  for  the  Medicare  program  will 
require  additional  studies  focused  on  services  that  are  more 
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characteristic  of  persons  served  by  the  Medicare  program. 

The  vignettes  used  by  Hsiao  et  al,  while  valid  for  a  general 
population,  did  not  contain  a  representative  number  of 
examples  of  the  care  of  older  persons  with  multiple  diseases 
and  impairment  in  cognitive,  physical,  or  behavioral-social 
function.  We  believe  that  these  persons  may  require  a 
greater  amount  of  physician  time  before,  during,  and  after 
most  services  (especially  service  in  the  evaluation  and 
management  category) .  In  addition,  the  overhead  costs  for 
services  provided  to  the  frail  elderly  may  be  higher  than 
those  for  less  impaired  older  persons.  For  example,  in  the 
ambulatory  care  visit,  more  staff  time  may  be  required  to 
ensure  that  the  patient  is  able  to  get  to  the  office  and 
into  the  examination  room  and  is  safe  there,  to  provide 
communication  to  family  and  patient,  and  to  arrange  for 
follow-up  testing  and/or  other  management. 

We  strongly  recommend  that  the  PPRC  and  Congress  recognize  the 
need  for  further  study  of  the  problems  in  the  Hsiao  study, 
relating  to  evaluation  and  management  services  provided  to  the 
frail  elderly.  We  would  ask  that  the  PPRC,  or  Hsiao  and  his 
colleagues,  develop  and  test  a  series  of  vignettes  involving  the 
care  of  frail  elderly  patients  in  outpatient,  nursing  home,  and 
hospital  settings  to  determine  (and  specify)  the  work  involved  in 
the  care  of  these  individuals. 

2.  Coding  of  visits:  The  current  CPT-4  codes  clearly  do  not 
adequately  cover  the  heterogeneity  of  time,  technical  skill, 
or  level  of  mental  effort  provided  in  office  visits.  In 
addition  to  the  suggestions  noted  above,  we  would  like  the 
Commission  to  specifically  address  the  emerging  evaluation 
and  management  service  known  as  comprehensive  geriatric 
assessment  (CGA).  This  service,  which  may  be  provided  in 
hospital,  nursing  home,  or  outpatient  settings,  includes  a 
medical  history  and  physical  exam,  together  with  an 
evaluation  of  cognition,  psycho-social,  and  physical 
functioning,  and  the  development  of  a  plan  of  management  for 
the  problems  identified.  A  National  Institutes  of  Health 
consensus  conference,  numerous  articles  in  the  medical 
literature,  and  several  professional  organizations  have 
concluded  that  comprehensive  geriatric  assessment  appears  to 
be  effective  in  the  management  of  certain  persons  with 
multiple  problems.  Yet,  there  is  no  cvirrent  CPT-4  code  or 
reimbursement  for  this  procedure.  While  there  is  an  ad  hoc 
committee  of  the  AGS  working  on  defining  these  procedures 
and  the  work  involved  in  producing  them,  we  do  not  have  the 
resources  at  present  to  recommend  a  set  of  codes  and 
relative  value  for  this  service. 

We  urge  the  PPRC  to  recommend  to  Congress  that  CGA  be  recognized 
with  specific  CPT-4  codes  and  as  a  procedure  that  is  reimbursable 
by  Medicare.  The  technical  work  necessary  to  refine  the 
definition  of  CGA,  develop  the  appropriate  codes,  and  determine 
the  criteria  limiting  the  popxilation  and  frequency  of  application 
of  the  procedure  can  easily  be  accomplished  within  six  to  eight 
months  by  the  PPRC  and  HCFA  with  technical   input   from  the  AGS. 
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3 .  Specialty  differentials,  training  costs,  and  practice  costs : 
These  areas  present  a  major  issue  for  geriatrics  and 
subspecialties  that  rely  primarily  on  evaluation  and 
management  services  for  reimbursement.  Theoretically,  the 
costs  resulting  from  intensity  of  effort,  extent  of 
training,  and  practice  overhead,  can  be  included  in  the 
reimbursement  for  a  given  procedure,  thus  eliminating  the 
need  for  specialty  differentials.  However,  consider  the 
following  scenario:  A  geriatrician  and  her 
interdisciplinary  team  provides  a  follow-up  visit  to  a 
frail,  elderly  patient.  Assume  that  this  evaluation  and 
management  service  is  provided  in  the  same  amount  of  time 
but  with  more  intensive  use  of  personnel  and  the 
geriatrician  (as  a  comprehensive  office  visit  by  a  general 
internist  or  family  practitioner) .  Unless  the  visit  to  the 
geriatrician  is  coded  separately,  the  additional  cost  of 
training  and  overhead  will  not  be  recognized.  It  is 
appropriate  to  recognize  the  added  training  and  office 
overhead  costs  of  the  orthopedic  surgeon  in  performing  a 
total  hip  replacement,  but  neither  the  physician  who 
requires  additional  training  nor  the  office  personnel  who 
provide  specialized  management  and  evaluation  services? 

We  recommend  that  the  PFRC  study  evaluation  and  management 
services  other  than  CGA  that  are  provided  by  geriatricians  to  see 
if  sufficient  differences  exist  that  would  justify  separate  codes 
and  reimbursement.     This  is  separate  from  the  study  of  CGA. 

4.  Assignment  :  With  the  present  inequities  in  the  Medicare 
reimbursement  system  and  the  higher  reimbursement  available 
from  some  private  insurers.,  balance  billing  has  remained  a 
significant  problem  for  both  physicians  and  some  Medicare 
beneficiaries.  An  appropriately  constructed  fee  schedule 
should  help  reduce  the  pressure  felt  by  some  physicians  to 
balance  bills.  However,  in  other  areas  of  medical  practice, 
balance  billing  could  become  more  prevalent.  While  we 
cannot  take  a  final  position  on  balance  billing  and 
mandatory  assignment  until  more  is  known  about  the  final 
form  of  the  Medicare  fee  schedule,  we  do  believe  that  it  is 
important  to  protect  those  elderly  persons  with  high  medical 
expenses  and  moderate  or  low  incomes  from  the  added  burden 
imposed  by  balance  billing.  Requiring  assignment  on 
Medicare  beneficiaries  who  exceed  the  deductible  defined  in 
the  recent  Medicare  catastrophic  care  law  would  do  this, 
limiting  balance  billing  to  a  fixed  percentage  and  absolute 
dollar  limit  (as  actual  charges  not  exceeding  the  Medicare 
schedule  by  12%  or  $500,  which  ever  was  less)  should  be 
considered.  To  impose  such  limits  and  still  maintain  access 
for  Medicare  patients,  however,  requires  that  the  amount 
paid  in  a  Medicare  fee  schedule  remain  reasonably  close  to 
those  of  other  insurers.  To  impose  even  limited  mandatory 
assignment  or  strict  limits  on  balance  billing,  in  the  face 
of  Medicare  reimbursement  that  was  markedly  lower  than  other 
insurers,  would  create  second  class  citizenship  for  older 
persons  and  the  health  professionals  that  choose  to  serve 
them . 

The  Commission  and  Congress  face  a  unique  and  very  difficult 
challenge  in  reforming  the  Medicare  reimbursement  system  to-  meet 
the  goals  enunciated  in  your  initial  report  to  Congress.  We 
believe  the  Commission  has  made  very  significant  progress  toward 
those  goals,  and  we  look  forward  to  working  with  you  on  those 
issues  that  must  still  be  resolved. 
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Statement  of  the  American  Optometric  Association 

The  American  Optometric  Association  (AOA),  on  behalf  of  its  26,000  members  and 
their  patients  is  pleased  to  submit  its  comments  regarding  a  number  of 
physician  payment  issues  now  being  considered  by  the  Committee.  The 
Association  has  been  devoting  considerable  resources  to  the  consideration  of 
important  Medicare  physician  payment  policy  mat.ers,  and  we  have  been  in 
regular  communication  with  the  Physician  Payment  Review  Commission  (PPRC) 
about  these  issues.    Doctors  of  optometry  are  included  in  the  definition  of 
physician  under  the  Medicare  statute  and  would  be  affected  by  changes  in 
Medicare's  physician  payment  policy. 

Specialty  Distinctions 

Doctors  of  optometry  were  not  among  the  specialists  studied  during  the  first 
phase  of  the  Harvard  resource-based  relative  value  scale  (RBRVS)  study  nor  are 
they  among  the  specialties  to  be  studied  during  phase  II  of  the  Harvard 
project.    However,  eye  care  services  provided  by  ophthalmologists,  some  of 
which  are  also  provided  by  optometrists,  were  examined  by  Dr.  Hsiao  and  his 
Harvard  colleagues. 

Since  a  change  in  Medicare's  physician  payment  system  would  affect  the 
services  provided  by  optometrists,  we  have  been  concerned  about  the  way  in 
which  these  services  and  those  of  other  physician  specialties  not  included  in 
the  Harvard  study  would  be  treated. 

Although  the  RBRVS  study  has  resulted  in  specialty-specific  resource-based 
relative  values  for  a  service  performed  by  more  than  one  specialty,  the  AOA 
strongly  believes  that  such  specialty-based  differentials  are  generally  not 
justified.    In  particular,  given  the  fact  that  many  experts  speak  of  the  need 
to  enhance  the  competitive  nature  of  the  health  care  marketplace,  we  would 
find  it  odd  if  Medicare  were  to  choose  to  make  specialty-based  differential 
payments  for  the  same  service. 

On  several  previous  occasions,  the  Association  communicated  to  the  PPRC  our 
support  for  the  concept  of  equal  payment  for  the  same  service,  and  we  are 
pleased  that  the  Commission  is  recommending  that  specialty  payment 
differentials  be  kept  to  a  minimum  under  the  new  fee  schedule  it  has  proposed. 

We  share  the  PPRC's  view  that  specialty  differentials  are  not  justified  in  the 
absence  of  evidence  demonstrating  a  difference  in  a  particular  service  by 
specialty.    In  this  regard,  it  is  important  to  note  that  doctors  of  optometry 
are  primary  care  providers  who  are  specialists  in  the  rendering  of  eye/vision 
services.    As  such,  they  receive  substantially  more  training  in  that  specialty 
than  physicians  in  general  and,  for  the  services  they  provide,  their  training 
is  similar  to  the  specialty  training  of  allopaths  and  osteopaths  for  the 
provision  of  the  services  provided  by  all  three  practitioner  groups.  Put 
another  way,  the  higher  level  of  training  received  by  allopaths  and  osteopaths 
specializing  in  eye/vision  services  is  related  to  surgical  care  and  treatment 
of  special  medical  disorders,  not  the  diagnostic  and  treatment  services  that 
are  provided  by  all  three  practitioner  groups. 

In  addition  to  passing  a  three  part  national  board  examination  as  a  condition 
of  licensure,  most  optometrists,  like  many  other  practitioners,  are  required 
to  participate  in  a  substantial  continuing  education  program. 

Coaanagement  of  Post-Operative  Care 

Another  issue  of  considerable  interest  to  the  Association's  members  is  the 
manner  in  which  Medicare  payment  will  be  made  in  instances  where  the  surgical 
care  of  a  patient  is  managed  by  more  than  one  provider.    Such  comanagement  of 
the  cataract  patient  is  increasingly  commonplace.    Under  current  practice, 
Medicare  carriers  are,  to  a  large  extent,  free  to  define  the  package  of 
services  considered  included  in  the  surgical  global  fee,  and  to  determine 
payment  levels  in  instances  where  some  or  all  of  the  post-operative  care  is 
provided  by  the  non-operating  provider  (either  a  doctor  of  optometry  or 
ophthalmologist).    This  situation  results  in  an  inconsistent,  and  oftentimes 
inequitable,  application  of  global  periods  and  payment  levels. 

The  AOA  is  pleased  that  the  PPRC  has  devoted  considerable  resources  to  issues 
relating  to  the  definition  and  coding  of  physician  services.    The  Commission's 
Panel  to  Standardize  Codes  for  Surgical  Global  Fees  has  recommended  that  when 
a  physician  other  than  the  principal  surgeon  provides  a  service  that  is 
included  in  the  global  package,  the  principal  surgeon's  fee  should  be  reduced 
based  on  the  resource  costs  of  the  post-operative  hospital  and/or  office 
visits  that  are  used  to  calculate  the  global  fee.    The  PPRC  has  endorsed  this 
recommendation. 
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Building  upon  this  PPRC-endorsed  premise,  the  AOA  recommends  the  following 
specific  approaches  for  dealing  with  the  comanagement  of  surgical  patients, 
including  those  undergoing  cataract  and  other  eye  surgery: 

0       A  global  fee  should  be  paid  to  the  comanaging  physician, 

(either  doctor  of  optometry  or  ophthalmologist)  based  upon  the 
resource  costs  associated  with  providing  such  care  in  the 
average  case. 

0      For  cataract  patients,  such  a  global  fee  would  be  paid  when  the 
comanaging  physician  provides  services  to  a  patient  at  least 
two  or  more  times  during  the  post-operative  period,  and  would 
be  based  on  the  resources  associated  with  the  four  to  six 
post-operative  visits  provided,  on  average,  in  such  cases. 

0       Based  on  experience  in  treating  the  post-operative  cataract 

patient,  we  believe  that  the  global  period  for  an  uncomplicated 
cataract  surgery  should  be  six  to  eight  weeks. 

0      Consistent  with  the  earlier  comments  about  specialty 

distinctions,  the  global  payment  for  post-operative  care  should 
be  the  same  whether  provided  by  the  comanaging  physician  (e.g. 
a  doctor  of  optometry  or  an  ophthalmologist)  or  by  the 
principal  surgeon. 

The  AOA  believes  that  the  resulting  standardized  definitions  of  care, 
including  post-operative  care  provided  in  a  comanagement  situation,  and  a 
standardized  approach  for  valuing  and  paying  for  such  services  —  under  a 
global  fee  arrangement  —  would  be  a  significant  improvement  over  the  current 
rather  chaotic  manner  in  which  payment  policy  for  these  services  is  determined. 

Primary  Care  Services 

In  1987,  Congress  approved  a  more  favorable  treatment  of  certain  primary  care 
services.    Under  provisions  of  the  Omnibus  Budget  Reconciliation  Act  of  1987, 
the  prevailing  charges  for  these  primary  care  services  are  subject  to  higher 
rates  of  increase.    The  law  defined  primary  care  services  as:    office  medical 
services,  emergency  department  services,  home  medical  services,  and  nursing 
home  services,  and  the  accompanying  conference  report  listed  the  CPT-4  codes 
that  were  considered  included. 

Although  the  PPRC  and  the  Congress  are  devoting  considerable  energies  toward 
long-term  reform  of  Medicare's  physician  payment  system,  AOA  anticipates  that 
the  current  policy  distinction  between  primary  care  and  non-primary  care 
services  will  continue  to  apply  for  at  least  one  more  year. 

Unfortunately,  the  peculiarities  of  the  CPT-4  coding  system  used  by  Medicare 
to  report  physicians'  services  appear  to  have  caused  the  Congress  to  overlook 
certain  primary  care  services  in  setting  out  the  1987  policy  change. 
Specifically,  brief  or  limited  eye/vision  care  visits,  for  new  and  established 
patients,  are  reported  using  CPT-4  codes  90000,  90010,  90030  and  90050,  the 
same  codes  used  in  reporting  office  visits  unrelated  to  eye  care.  However, 
intermediate  and  comprehensive  office  visits  for  eye/vision  care  must  be 
reported  using  special  codes  devoted  to  general  ophthalmological  services 
(i.e.  92002 ,  92004,  92012  and  92014).    Thus,  as  a  result,  under  the  1987  law, 
brief  and  limited  vision  care  visits  are  considered  primary  care  —  and 
subject  to  the  more  favorable  payment  policy  —  while  intermediate  and 
comprehensive  vision  care  visits  are  not. 

AOA  strongly  believes  that  the  omission  of  intermediate  and  comprehensive 
vision  care  visits  from  the  list  of  primary  care  services  is  not  in  keeping 
with  Congress'  desire  to  provide  more  favorable  treatment  for  primary  care 
services.    Thus,  we  urge  the  Committee  to  consider  revising  current  policy  so 
that  all  primary  care  services  —  including  all  primary  vision  care  services 
—  will  be  treated  in  a  consistent  manner. 

Conclusion 

AOA  appreciates  this  opportunity  to  present  our  views  regarding  a  number  of 
physician  payment  issues.    The  Association  looks  forward  to  working  with  the 
Committee  as  it  considers  these  and  related  matters. 
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STATEMENT 
OF  THE 

AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 
ON 

RECOMMENDATIONS  OF  THE  PHYSICIAN  PAYMENT  REVIEW  COMMISSION 
MARCH,  1989 


The  American  Society  of  Internal  Medicine  (ASIM)  appreciates  the  opportunity  to  present 
its  preliminary  evaluation  of  several  of  the  recommendations  made  by  the  Physician 
Payment  Review  Commission  (PPRC)  on  reform  of  the  existing  system  of  reimbursement 
under  Medicare.  Given  the  fact  the  we  have  not  yet  had  the  opportunity  to  review  the 
Commission's  annual  report  to  Congress,  this  statement  should  be  reviewed  as  a 
preliminary  evaluation  based  upon  initial  reports  on  the  Commission's  likely 
recommendations,  rather  than  a  conclusive  statement  of  policy.  We  expect  to  provide 
Congress  with  an  expanded  and  more  complete  statement  once  we  have  had  an 
opportunity  to  review  the  Commission's  written  recommendations. 

Implementation  of  a  Fee  Schedule  Based  on  the  RBRVS 

The  Commission  is  expected  to  recommend  that  Congress  mandate  implementation  of  a 
fee  schedule  based  on  the  Harvard  Resource  Based  Relative  Value  Scale  (RBRVS) 
beginning  on  April  1,  1990,  and  phased  in  over  a  two  year  period  with  the  new  payment 
rates  taking  full  effect  on  April  1,  1992. 

ASIM  strongly  supports  this  recommendation.  The  Harvard  RBRVS,  as  refined  by  the 
Commission,  is  the  product  of  more  than  ten  years  of  debate,  research,  and  analysis.  It 
reflects  the  desire  of  Congress,  as  reflected  in  the  Omnibus  Budget  Reconciliation  Acts 
of  1985,  1986  and  1987,  to  correct  distortions  in  the  existing  pricing  system  that  favor 
high  cost  technological  services  over  evaluation  and  management  (otherwise  known  as 
cognitive)  services.  Timely  implementation  of  a  fee  schedule  based  on  the  RBRVS  offers 
significant  advantages  for  payors  and  beneficiaries,  including: 

•  It  will  correct  existing  incentives  that  may  adversely  affect  the  volume  of 
services  provided  to  Medicare  beneficiaries.  By  no  longer  paying  physicians 
disproportionately  higher  for  the  work  involved  in  invasive  procedures 
compared  to  evaluation  and  management  services,  physicians  no  longer  will 
have  an  incentive  to  substitute  expensive  technological  procedures  for  cost- 
effective  evaluation  and  management  services.  As  such,  the  RBRVS  is  an 
important  step  toward  ensuring  that  medical  decisions  are  based  solely  on 
what  is  best  for  the  patient,  not  on  which  service  or  procedure  is  the  most 
financially  rewarding.  Although  a  fee  schedule  based  on  the  RBRVS  will  not 
by  itself  completely  solve  the  "volume"  problem,  it  is  an  essential  part  of  a 
comprehensive  strategy  to  assuring  that  only  effective  and  appropriate 
services  are  provided  to  Medicare  patients. 

•  Physicians  will  no  longer  be  penalized  for  spending  time  with  patients.  Public 
opinion  surveys  show  that  patients'  number  one  complaint  about  physicians  is 
that  they  do  not  spend  an  adequate  amount  of  time  with  them.  The  RBRVS, 
by  paying  more  appropriately  for  the  time  spent  in  providing  evaluate  and 
management  services,  will  make  it  possible  for  physicians  to  spend 
significantly  more  time  with  their  patients. 

•  It  will  simplify  the  Medicare  program.  Beneficiaries  will  be  able  to 
anticipate  in  advance  how  much  Medicare  will  pay  for  a  given  service,  and 
thereby  better  understand  their  potential  out-of-pocket  liability.  An  RBRVS 
fee  schedule  will  also  facilitate  competitive  pricing  for  physician  services. 

•  It  will  improve  access  to  primary  care  services,  particularly  in  rural  areas. 
By  paying  better  for  evaluation  and  management  services,  and  by  correcting 
geographic  inequities,  physicians  will  have  an  incentive  to  enter  primary  care 
specialties  and  to  practice  in  underserved  areas. 
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On  other  issues  relating  to  the  Commission's  recommendations  on  an  RBRVS  fee 
schedule,  ASIM: 

•  Supports  incorporating  average  time  descriptors  in  CPT-4  codes  for  visit 
services. 

•  Supports  establishing  the  initial  dollar  conversion  factor  at  a  budget  neutral 
level. 

•  Supports  limiting  variations  in  payment  levels  by  region  only  to  actual 
differences  in  the  cost  of  providing  services  (overhead).  This  will 
significantly  improve  access  to  physician  services  in  underserved  rural  and 
inner  city  communities. 

Supports  the  concept  of  establishing  an  appropriate  "safety  net"  to  protect 
low-income  beneficiaries  from  excessively  high  out-of-pocket  expenses. 
ASIM  strongly  believes,  however,  that  it  is  inappropriate  and  unnecessary  to 
establish  an  overall  limit  on  charges  to  all  beneficiaries  at  some  percentile 
level  above  the  payment  levels  established  by  the  fee  schedule.  Such  a 
requirement,  in  ASIM's  view,  is  a  prescription  for  mediocrity.  In  every  field, 
whether  talking  about  an  engineer,  attorney,  architect,  or  accountant,  there 
are  some  individuals  that  have  more  experience,  greater  expertise,  and  offer 
a  better  service  than  the  norm  for  their  field.  Those  individuals  typically  and 
appropriately  charge  more  for  their  services  than  the  average.  This  is  as  true 
in  medicine  as  it  is  in  any  other  field  of  endeavor.  Patients  should  have  the 
right  to  select  physicians  who  bring  greater  skill  to  treating  their  individual 
problems,  and  who  therefore  have  an  appropriately  higher  charge.  Limiting 
all  physician  fees  to  some  pre-determined  percentile  above  the  RBRVS  fee 
schedule  would  preclude  that  choice.  It  would  also  act  as  an  discentive  for 
physicians  to  obtain  additional  skills  and  training,  since  there  would  be  no 
additional  compensation  to  recoup  the  cost  of  such  training.  Any  fee 
schedule,  even  one  based  on  resource  costs,  by  its  nature  represents  a 
standard  or  average;  balance  billing  is  the  only  way  to  recognize  differences 
in  the  skill  and  training  of  individual  physicians,  and  in  the  needs  and  desires 
of  individual  patients. 

Consequently,  ASIM  strongly  urges  Congress  to  move  expeditiously  on  mandating 
implementation  of  a  fee  schedule  based  on  the  RBRVS,  as  recommended  by  the  Physician 
Payment  Review  Commission,  beginning  on  April,  1990.  The  new  schedule  would  be  fully 
in  place  by  April  1,  1992.  We  also  support  appropriate  measures  to  protect  low-income 
beneficiaries  from  high  out-of-pocket  expenses,  but  urge  Congress  to  reject  the 
Commission's  recommendation  to  establish  an  overall  limit  on  charges  to  all 
beneficiaries. 

Expenditure  Targets 

ASIM  is  surprised  and  disappointed  that  the  Commission  reportedly  will  recommend  the 
establishment  of  a  national  expenditure  target,  taking  into  account  estimated  increases 
in  price,  volume,  and  number  of  beneficiaries,  beginning  on  January  1,  1990.  Although 
details  of  this  proposal  have  not  yet  been  provided,  spending  on  physician  services  that 
exceeds  the  expenditure  target  would  lower  future  increases  in  payment  levels  (i.e.,  the 
conversion  factor  under  the  RBRVS  fee  schedule)  in  order  to  offset  those  higher  spending 
levels.  It  is  unclear  at  what  level  the  expenditure  target  will  be  set,  although  presumably 
it  will  be  established  at  a  level  that  is  below  the  estimated  increase  under  current  law  in 
overall  expenditures  (price  times  volume  of  services). 

We  believe  that  this  recommendation  should  not  be  accepted  by  Congress  for  at  least  the 
following  reasons: 

•  Unlike  the  recommendation  on  the  RBRVS  fee  schedule,  which  reflects  over 
ten  years  of  debate  and  evaluation,  and  three  years  of  intensive  work  on  the 
part  of  the  Commission,  the  expenditure  target  concept  has  not  undergone 
critical  scrutiny.  This  concept  has  not  been  the  primary  focus  of  the 
Commission's  hearings  and  work  over  the  past  several  years.  Consequently, 
the  Commission  has  not  had  the  benefit  of  the  same  type  and  degree  of 
expert  advice,  public  comment,  and  research  that  were  reflected  in  its 
recommendation  on  the  RBRVS  fee  schedule.  This  is  unfortunate, 
particularly  given  the  fact  that  the  expenditure  target  approach  could  have 
even  greater  ramifications  for  the  quality  and  accessibility  of  medical  care  in 
this  country  than  a  fee  schedule. 
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The  purpose  of  the  expenditure  target  approach  is  to  limit  services  provided 
to  Medicare  beneficiaries.  As  such,  it  is  a  form  of  rationing.  According  to 
the  dictionary,  "ration"  means  to  restrict  to  limited  amounts.  The 
Commission  acknowledged  in  its  March  1988  report  to  Congress  that  "the 
intent  of  expenditure  targets  is  to  make  explicit  to  physicians  the  limits  of 
the  resources  society  has  decided  to  make  available  for  health  care..." 
Presumably,  the  Commission  intends  for  only  "unnecessary"  or  "ineffective" 
services  to  be  eliminated.  Given  the  lack  of  data  and  consensus  on  the 
effectiveness  of  different  medical  services  and  procedures— and  the  inherent 
contradiction  in  attempting  to  set  a  limit  on  overall  expenditures  without  any 
public  consensus  of  how  much  should  be  spent  on  medical  care— it  takes  a 
large  and  unjustified  leap  of  faith  to  presume  that  only  "waste"  will  be  cut 
from  the  system. 

Put  into  individual  terms,  expenditure  targets  can  only  work  if  individual  doctors  decline 
to  provide  certain  services  to  their  patients  that  they  otherwise  would  have  provided. 
Without  a  scientific  basis  for  making  such  a  determination,  however,  it  is  just  as  likely 
that  "effective"  as  "ineffective"  services  will  be  denied,  particularly  in  grey  areas  where 
there  is  no  clear  consensus  on  what  is  the  best  way  of  treating  a  particular  problem. 
Consequently,  it  is  the  patient,  not  the  physician,  that  is  at  risk  under  the  expenditure 
target  concept.  This  distorts  the  physician's  traditional  role  as  advocate  of  his  or  her 
patient,  by  placing  the  physician  in  the  position  of  limiting  services  to  patients  in  order 
to  meet  predetermined  targets  established  by  the  federal  government. 

•       It  is  unclear  how  the  medical  profession  can  collectively  control  utilization 
across  the  country  in  order  to  meet  the  expenditure  target.  An  individual 
physician  who  practices  a  conservative  style  of  medicine  would  still  be 
financially  penalized  if  overall  expenditures  exceed  the  expenditure  target 
limit.  Similarly,  lower  cost  regions  of  the  country  will  be  at  risk  for  higher 
utilization  in  other  parts  of  the  nation.  Physicians  in  one  specialty  will 
similarly  be  at  risk  if  physicians  in  other  specialties  increase  their  volume  of 
services.  Consequently,  expenditure  targets  place  individual  physicians  at 
risk  for  behavior  by  their  colleagues  that  is  outside  their  own  control. 
Moreover,  there  is  no  organized  system  of  utilization  review  now  in  place 
nationwide  that  would  enable  the  profession  to  collective  control  the  volume 
of  services. 

What  is  needed  instead  is  the  development  of  the  data  and  scientific  basis  needed  to 
establish  guidelines  for  evaluating  the  effectiveness  of  different  medical  and  surgical 
interventions.  ASIM  recently  released  a  14-point  plan  for  controlling  the  volume  of 
ineffective  services.  Copies  are  available  from  ASIM.  A  strategy  designed  to  obtain  the 
knowledge—and  the  means— for  reviewing  and  evaluating  the  effectiveness  of  different 
ways  of  treating  patients  offers  far  more  potential  than  expenditure  targets  for 
appropriately  controlling  the  volume  of  ineffective  medical  services,  without 
compromising  patient  care.  By  developing  guidelines  first  for  high  volume  procedures 
where  it  may  be  relatively  easier  to  obtain  a  concensus  on  effectiveness,  it  is  likely  that 
the  Medicare  program  can  begin  saving  sigr/.ficant  amounts  of  money  in  the  relatively 
near  future  —  without  resorting  to  the  imposition  of  expenditure  targets. 

For  these  reasons,  ASIM  urges  Congress  to  act  cautiously  before  rushing  into  a  decision 
on  national  expenditure  targets.  A  cautious  approach  to  making  a  decision  on 
expenditure  targets,  however,  should  not  preclude  an  early  decision  on  implementation  ot 
an  RBRVS  fee  schedule.  Reform  of  the  pricing  system  needs  to  be  done  regardless  of 
what  approach  to  the  volume  problem  is  ultimately  decided  upon  by  Congress.  Moreover, 
unlike  the  expenditure  target  concept,  the  RBRVS  fee  schedule  has  a  far  longer  track 
record  of  public  debate,  research,  and  evaluation  that  will  enable  Congress  to  make  an 
informed  decision  now  on  the  desirability  of  this  policy  recommendation.  Therefore,  it 
makes  no  sense  to  hold  the  decision  on  the  RBRVS  fee  schedule  hostage  to  making  a  final 
judgment  on  expenditure  targets  and  alternative  approaches  to  controlling  volume. 
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STATEMENT 
of  the 

AMERICAN  SOCIETY  OF  PLASTIC  AND  RECONSTRUCTIVE  SURGEONS 
to  the 

Subcommittee  on  Health 
Committee  on  Ways  and  Means 
U.S.   House  of  Representatives 

by 

James  G.   Hoehn,  MD 
March  21,  1989 


The  American  Society  of  Plastic  and  Reconstructive  Surgeons 
(ASPRS)  is  the  largest  organization  of  plastic  surgeons  in  the 
world.  Requirements  for  active  membership  include  certification 
by  the  American  Board  of  Plastic  Surgery.  The  ASPRS  represents 
98  percent  of  the  3,257  board  certified  plastic  surgeons 
practicing  in  the  United  States  and  Canada.  It  serves  as  the 
primary  educational  resource  for  all  plastic  surgeons  and  as 
their  voice  on  socioeconomic  and  legislative  issues.  The  ASPRS  is 
recognized  as  the  spokesman  for  the  specialty  of  plastic  surgery 
by  the  American  Medical  Association  (AMA) ,  the  American  College 
of  Surgeons  (ACS)  and  other  recognized  organizations  of  specialty 
societies.  This  written  statement  is  being  submitted  for 
consideration  by  the  Committee  and  for  inclusion  in  the  printed 
record  of  the  hearing. 

The  ASPRS  has  been  actively  involved  in  a  thorough  study  of 
the  payment  policy  issues  which  are  relevent  to  physician 
reimbursement  for  medical  and  surgical  services  under  Medicare. 
Initially,  it  is  our  opinion  that  the  elements  of  the  plan  which 
has  been  presented  by  the  American  College  of  Surgeons  (ACS)  are 
comprehensive  in  addressing  the  current  national  concerns  with 
physician  reimbursement.  The  elements  of  the  ACS  plan  are 
primarily  focused  on  the  quality  of  services,  volume  control,  and 
cost  of  surgical  services  as  they  apply  to  Medicare  patients. 

As  does  the  ACS,  ASPRS  believes  the  volume  of  physicians' 
services  is  related  to  the  physician's  judgement  of  medical 
necessity.  We  realize  that  such  differences  in  "judgement"  will 
necessitate  the  establishment  and  codification  of  physician- 
developed  standards  or  guidelines  in  order  to  facilitate  the 
process  of  volume  control.  This  critical  subject  is  not  addressed 
in  other  proposals  for  reducing  healthcare  spending. 

We  also  agree  with  the  ACS'  proposal  in  that  "relying 
exclusively  on  physicians'  judgments  about  the  input  costs  of 
services  in  order  to  set  relative  values  is  conceptually 
incomplete."  It  is  necessary  to  consider  those  elements  of  a 
physicians'  practice  that  are  generated  from  the  supply-side,  or 
resource-based,  and  those  generated  from  the  demand-side, 
including  the  patient  interest  and  demand.  Therefore,  we  support 
the  ACS  proposal  of  a  "blended"  approach  towards  supply-  and 
demand-sided  factors. 

In  addition,  the  ASPRS  supports  the  ACS'  proposal  for  a 
"national  income  level  below  which  the  new  Medicare  schedule  of 
fees  for  surgical  services  would  be  considered  as  payment  in 
full"  (voluntary  assignment).  Such  a  change  would  serve  as  a  way 
to  protect  both  the  physician  and  the  patient.  Physicians  would 
still  have  the  choice  of  accepting  assignment  in  any  other  cases 
and  older  citizens  would  be  provided  with  high  quality  medical 
care     and  economic  protection. 


At     this     time,     the  ASPRS  also  wishes  to 
several       items     addressed     in     the  Physician 
Commission  ( PPRC )  statement. 


comment 
Payment 


on  the 
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With  regard  to  the  relative  value  scale  (RVS),  the  ASPRS 
supports  the  PPRC  in  its  recommendation  that  the  RVS  be  comprised 
of  two  cost  elements:  relative  physician  work  and  practice 
costs.  The  ASPRS  supports  adoption  of  a  policy  already  developed 
by  the  PPRC  to  standardize  the  definition  for  all  surgical 
"global"  services.  Concerning  codes  for  surgical  global  services, 
the  ASPRS  supports  the  policy  developed  by  the  PPRC  defining 
which  services  associated  with  an  operation  are  to  be  included  in 
the  global  payment  for  surgery  and  which  are  to  be  paid 
separately.  The  PPRC,  using  data  from  the  Hsiao  study,  is 
calculating  the  relative  values  for  each  surgical  procedure  to 
conform  to  this  policy. 

The  conversion  factor  transforms  the  RVS  into  a  schedule  of 
dollar  payments  for  each  service.  The  ASPRS  feels  strongly  that 
the  conversion  factor  should  be  modified  by  a  1)  practice 
(geographic)  cost  factor,  2)  malpracitce  cost  factor,  and  3)  a 
personal  physician  "care-delivery"  factor  (identifier).  Like 
PPRC,  the  ASPRS  recommends  that  the  initial  conversion  factor  be 
set  so  that  outlays  for  physicians'  services  projected  under  the 
fee  schedule  are  the  same  as  those  projected  under  the  current 
payment  system,   i.e.,   budget  neutral. 

For  practice  costs,  the  ASPRS  favors  1)  use  of  the  PPRC- 
developed  additive  formula  for  incorporating  practice  costs  into 
the  RVS,  2)  initial  use  of  the  PPRC 1 s  refined  estimates  of 
practice  costs  by  specialty,  to  be  superceded  by  estimates  of 
practice  costs  by  category  of  service,  and  3)  developing  a 
separate  practice  cost  factor  for  professional  liability 
insurance  premiums. 

Like  the  PPRC,  the  ASPRS  recognizes  that  insurance  coverage 
for  professional  liability  represents  a  major  cost  to  physicians 
that  varies  substantially  by  specialty  and  and  geographic  area. 
To  assure  that  the  fee  schedule  adequately  accounts  for 
differences  among  risk  classes  (e.g.,  physicians  doing  no  surgery 
versus  high  risk  surgical  specialties)  and  localities  (e.g., 
Florida,  Idaho)  used  in  setting  premium  rates,  the  ASPRS 
recommends  that  professional  liability  insurance  premiums  should 
be  treated  as  a  separate  practice  cost  factor. 

Regarding  geographic  multipliers,  the  ASPRS  supports  PPRC ' s 
recommendation  that  the  geographic  multiplier  reflect  only 
variation  in  overhead  costs  of  practice.  The  amount  physicians 
received  for  their  professional  time  and  efforts,  after 
subtracting  overhead  costs,  should  not  vary  by  locality  and 
therefore,  should  appropriately  modify  the  RVS.  Therefore,  if 
physicians  in  two  parts  of  the  country  provide  the  same  quantity 
and  mix  of  services  to  Medicare  beneficiaries,  they  would  receive 
the  same  net  income  from  Medicare.  The  policy  would  reduce 
substantially  the  magnitude  of  geographic  variation  in  fees. 

In  contrast  to  the  PPRC,  the  ASPRS  recommends  that  specialty 
differentials  be  included  in  the  Medicare  payment  system.  A 
physician  certified  by  a  board  approved  by  the  American  Board  of 
Medical  Specialties  (ABMS)  has  passed  a  rigorous  examination 
given  by  a  jury  of  his/her  surgical  peers.  To  alleviate  this 
impass,  the  ASPRS  recommends  that  a  physician  identifier  system 
such  as  that  used  successfully  in  the  past  by  the  U.S.  military 
be  included  in  a  restructured  Medicare  payment  system  to  preserve 
incentives  for  quality  training  for  physicians  treating  America's 
elderly  citizens. 

The  ASPRS  shares  the  PPRC's  position  regarding  assignment 
and  the  AMA's  opinion  regarding  balance  billing.  The  ASPRS  does 
not  recommend  mandatory  assignment,  but  favors  voluntary 
limitations  of  charges  for  unassigned  claims.  In  addition,  the 
ASPRS  favors  eliminating  balance  billing  for  qualified  Medicare 
beneficiaries  (age,  Income  level  as  determinied  by  adjusted  gross 
income) . 

In  conclusion,  the  ASPRS  has  agreed  to  be  a  part  of  the 
Conjoint  Council  on  Surgical  Services  to  support  the  proposal  of 
the  American  College  of  Surgeons  and  to  assist  in  further 
developments  which  will  be  made  in  the  near  future.  We  recommend 
this  highly  comprehensive  plan  of  action  for  addressing  the 
current  concerns  with  physician  reimbursement  under  Medicare. 
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Statement  of 

The  Health  Industry  Manufacturers  Association 

The  Health  Industry  Manufacturers  Association,  known  as  HIMA, 
is  pleased  to  have  the  opportunity  to  present  our  written 
statement  on  physician  payment  reform. 

HIMA  is  a  national  trade  association  representing  more  than 
325  manufacturers  of  medical  devices,  diagnostic  products,  and 
health  care  information  systems.     These  are  technologies  used 
by  physicians  —  and  increasingly  by  physicians  in  their 
offices . 

Our  statement  speaks  to  one  issue  —  the  resource-based 
relative  value  scale   (RVS)  —  and  makes  one  point:     As  the 
Subcommittee  works  to  make  an  RVS  fair  and  effective  for 
physicians,   it  should  work  also  to  make  an  RVS  fair  and 
effective  for  the  tools  physicians  need  to  help  patients. 

The  Physician  Payment  Review  Commission's  work  on  RVS,  and 
that  of  Professor  Hsiao,  are  thoughtful  attempts  to  build  a 
better  system  for  physician  payment.     But  this  system  will  not 
be  better  unless  at  least  two  things  are  true: 

The  original  construction  is  sound. 

The  system  keeps  working  over  time. 

Our  statement  speaks  to  both  these  points.     We  are  pleased 
that  the  Physician  Payment  Review  Commission  has  taken 
significant  steps  to  address  these  points.     We  urge  the 
Subcommittee  to  do  so  as  well. 

I .     RVS  Construction  Issues:     Making  Practice  Cost  Data  More 
Accurate 

Fundamentally,   construction  of  a  resource-based  RVS  should 
reflect  just  that:     The  resources  physicians  need  to  do  their 
jobs.     The  Hsiao  RVS  attempts  to  do  this  in  several  ways.  For 
now,  we  focus  on  his  methodology  for  determining  physician 
practice  costs. 

Identifying  a  physician's  practice  costs  for  technology  is 
sometimes  elusive: 

Use  of  medical  technology  varies  by  physician  service 
and  procedure. 

Use  of  medical  technology  varies  (and  increasingly  so) 
by  site  of  care. 
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Failure  to  address  these  complexities  could  result  in 
incorrect  judgments  as  to  how  much  should  be  paid  and 
confusion  as  to  what  is  being  paid  for.     It  could  also 
inappropriately  skew  decisions  of  physicians  about  what 
technologies  to  acquire  and  decisions  of  innovators  about  what 
research  areas  to  pursue. 

We  are  pleased  that  the  Physician  Payment  Review  Commission  is 
exploring  a  methodology  that  would  more  precisely  account  for 
technology  used  by  physicians.     We  support  this  and  have  been 
pleased  to  work  with  the  Commission  to  facilitate  a  pilot 
survey  to  measure  more  accurately  the  technology  component  of 
practice  costs. 

We  add  our  own  thoughts  below: 

A.  Use  more  current  data 

Professor  Hsiao  used  the  HCFA  Physician  Practice  Cost 
and  Income  Survey.     This  survey  collected  cost  data 
that  was  already  five  years  old  when  the  Hsiao  report 
was  released  in  1988.     And  while  Professor  Hsiao,  for 
that  five-year  period,  assumed  a  relatively  constant 
level  of  technology,   it  is  far  from  clear  that  this 
basic  assumption  is  correct.     Moreover,  his  assumption 
that  technology  was  uniform  within  and  across 
specialties  is  to  us  suspect. 

Three  broad  measures  point  up  how  much  can  happen  in 
five  years: 

.  Between  fiscal  year  1985  and  1988,  the  Food  and  Drug 
Administration  approved  more  than  200  premarket 
approval  applications  ( PMAs )   for  new  medical  devices. 
PMAs  are  required  for  devices  that  represent 
significant  technological  change. 

.  Between  January  1983  and  May  1988,  HCFA  issued  more 
than  70  national  Medicare  coverage  decisions.  Most 
if  not  all  of  these  decisions  caused  a  change  in  the 
package  of  products  and  procedures  that  Medicare 
considers  good  medicine. 

.   In  April  1987,  HCFA  significantly  expanded  the  number 
of  Medicare-covered  ambulatory  surgical  center 
procedures,  as  evidenced  by  a  four-fold  increase  — 
from  400  to  1,600  —  in  the  number  of  codes  for  these 
procedures . 

To  be  sure,  none  of  these  trends  can  be  tied  with 
precision  to  physician  practice  costs.  They 
nonetheless  underscore  what  intuitively  we  know  to  be 
true:  Medicine  has  changed  significantly  in  the  last 
five  years. 
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In  addition  to  these  trends,  we  note  below  more 
specific  ways  technologies  have  affected  physician 
practice  costs  since  the  1983  HCFA  survey  was 
conducted : 

.  New  Technologies  Have  Been  Introduced.  Some 
technologies  simply  weren't  being  used  (or  used 
widely)  at  the  time  of  the  1983  survey.     In  this 
category  is  use  of  lasers  for  cataract  removal,  a 
procedure  now  commonly  employed  to  improve  vision. 

.  Existing  Technologies  Have  Been  Used  For  New 

Indications .     Other  technologies,   though  in  existence 
in  1983,  were  used  in  the  years  that  followed  to 
address  new  kinds  of  medical  problems.  Arthroscopic 
devices,   for  example,  were  used  for  knee  surgery  in 
1983.     But  since  then,   incremental  improvements  in 
the  device  have  allowed  arthroscopy  to  be  performed 
on  wrists  and  temporomandibular  joints. 

.   Existing  Technologies  Have  Been  Used  At  New  Sites. 
Doppler  ultrasound  permits  non-invasive  monitoring  of 
cardiac  output.     Since  1983,  many  of  these  procedures 
have  moved  to  physicians'  offices  from  other  sites  of 
care . 

.  Use  of  Supply  Items  Has  Changed,   Too.     The  examples 
above  are  at  the  upper  reaches  of  technology.  But 
changes  have  occurred  in  lower  technology  items,  too. 
For  example,  AIDs  has  significantly  increased  the  use 
of  gloves,  which  physicians  and  their  employees  now 
wear  during  a  wide  range  of  medical  and  surgical 
interventions . 

And  finally,   examples  like  those  above  make  it  hard  for 
us  to  concur  in  Professor  Hsiao's  assumption  that 
technology  costs  among  specialties  have  stayed  the  same 
in  a  relative  sense.     For  this  to  be  true, 
technological  change  would  have  had  to  occur  uniformly 
across  specialties,  across  procedures  within 
specialties,   and  across  geographic  areas.     We  believe 
innovation  is  too  dynamic  and  pluralistic  to  conform  to 
such  neat  symmetry. 

in  sum,   the  data  accounts  neither  for  technological 
change  itself  nor  for  its  variation  across  medical 
specialties,  procedures,  and  geographic  areas.  Without 
more  current  data,  an  RVS  cannot  adequately  capture  the 
physician  practice  costs  the  system  is  supposed  to 
measure . 
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We  recommend  no  RVS  be  implemented  until  it  can  be 
constructed  with  better  current  data. 

B .  Use  a  more  precise  methodology 

1 .  A  More  Precise  Survey 

The  HCFA  data  used  by  Hsiao  is  not  only  out  of  date; 
it  is  imprecise  in  what  it  measures: 

.   The  survey  did  not  request  costs  of  specific 
medical  technologies,  only  of  overall  equipment 
and  supplies  purchased. 

.   The  survey  may  not  have  captured  depreciation 
costs  of  equipment  purchased  in  a  year  other  than 
the  year  the  survey  was  conducted. 

.   Price  and  volume  may  be  inversely  related.     As  the 
volume  of  products  being  purchased  by  a  physician 
increases,   the  unit  price  may  well  decline.  The 
same  principle  applies  to  the  volume  of  procedures 
a  physician  provides.     The  more  procedures  across 
which  the  physician's  costs  can  be  spread,  the 
lower  the  cost  per  procedure.     It  is  not  clear  to 
us  that  Hsiao's  survey  reflects  these  subtleties. 

But  if  it  is  unclear  what  is  being  measured,   one  point 
stands  unambiguous:     The  survey  used  by  Professor  Hsiao 
does  not  adequately  reflect  the  costs  of  a  physician's 
technological  resources. 

2 .  A  More  Precise  Allocation  System 

HIMA  believes  a  physician's  technological  resources 
should  in  some  fashion  be  tied  to  the  individual 
procedures  in  which  those  resources  are  used.  While 
we  need  to  study  further  the  Commission's  methodology 
for  incorporating  practice  costs  into  the  RVS,  it 
appears  to  allocate  practice  costs  more  precise  than 
Professor  Hsiao's  approach.     We  comment  on  Professor 
Hsiao's     approach  below. 

As  the  Commission  has  pointed  out,   the  Hsiao 
methodology  is  built  around  average  practice  costs 
for  each  medical  specialty .     Thus,   Professor  Hsiao 
allocates  the  practice  costs  for  use  of  technology 
for  a  given  procedure  at  the  same  rate  for  all 
procedures  in  that  specialty,   even  though  procedures 
within  a  specialty  (and  their  technological 
components)  may  differ  radically.     Said  another  way: 
Each  physician  in  the  same  specialty  is  assumed  to  be 
using  the  same  technological  resources,   regardless  of 
what  procedure  he  is  performing  or  where  he  is 
performing  it. 
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For  example,   the  RVS  payment  (based  on  the  Hsiao 
methodology)  to  a  dermatologist  for  surgical  removal 
of  a  port  wine  stain  would  assume  the  dermatologist 
uses  the  same  level  of  technology  as  all  other 
dermatologists  in  all  other  dermatology  procedures. 
Yet  to  remove  the  port  wine  stain,   a  laser  is  used, 
and  this  will  cost  more  than  the  average  technology 
cost  Hsiao  assumes  for  each  dermatology  procedure. 
And  even  for  those  dermatologists  who  use  lasers, 
there  are  different  kinds  of  lasers.     Bottom  line: 
Some  dermatologists  will  be  overcompensated ,  others 
undercompensated . 

That  is  the  basic  problem.     But  the  basic  problem  may 
be  aggravated  by  another  aspect  of  the  Hsiao 
methodology  —  the  way  practice  costs  for  a  specialty 
are  associated  with  procedures  in  that  specialty. 

As  the  Commission  has  noted,   Professor  Hsiao  assigns 
a  specialty's  practice  costs  (including  assumed  costs 
of  technology)  to  each  procedure  in  the  specialty  at 
a  rate  that  is  proportional  to  the  "total  work"  (a 
separate  tributary  of  the  RVS  formula)   required  for 
that  procedure.     The  assumption  is  that  technology 
costs  will  be  high  where  total  work  is  high  and  low 
where  total  work  is  low. 

Reality,  however,  may  stubbornly  resist  such  a  neat 
pattern.     Total  work  —  time,  mental  effort, 
technical  skill  —  may,   in  at  least  some  instances, 
be  inversely  related  to  costs  of  technological 
resources.     For  example,  an  arthroscope  can  reduce  a 
physician's  total  surgical  time.     Yet  under  the  Hsiao 
methodology,  a  surgeon  who  invests  in  an  arthroscope, 
and  whose  total  work  is  thus  lowered,  will  be 
incorrectly  assumed  to  have  realized  a  concomitant 
reduction  in  technology  costs. 

Dr.  Hsiao  has  acknowledged  that  technology-intensive 
procedures  are  undervalued.     He  suggests  addressing 
this  problem  through  the  "conversion  factor,"  the 
multiplier  that  would  convert  RVS  weights  to  dollars. 
This,   however,  would  raise  the  system's  accounting 
for  technological  resources  to  a  more  global  (and 
less  precise)  level. 

Our  recommendation  goes  the  other  way.     We  prefer  the 
Commission's  service-specific  methodology,  which  more 
closely  ties  a  physician's  technological  resources  to 
the  individual  procedures  in  which  those  resources 
are  used.  Again,  we  reserve  final  judgement  until  we 
can  more  thoroughly  analyze  the  Commission's  work. 
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II .  RVS  Maintenance  Issues:  Allowing  Physicians  to  Get  the 
Tools  They  Ne"ed" 

An  RVS  system  must  not  only  be  constructed  well.     It  must  keep 
working  well  over  time.     We  are  pleased  that  the  Commission 
recognizes  the  importance  of  this. 

Health  care,  like  most  things,   is  not  static.     Nor  should  it 
be.     Does  anyone  want  to  go  back  to  the  care  we  had  a  decade 
ago?     To  that  of  five  years  ago?    And  what  about  what  we  have 
today?     Freezing  the  current  level  of  technology  is  no  more 
attractive  than  using  iron  lungs  to  fight  polio. 

An  RVS  must  capture  health  care's  changes  in  a  timely, 
effective,   and  fair  way.     If  this  is  not  done,  and  done 
systematically,   the  dynamism  of  medicine  will  collide  with  the 
rigidity  of  regulation,  producing  requests  for  an  RVS 
overhaul . 

It  is  to  us  instructive  that  the  Prospective  Payment 
Assessment  Commission  (ProPAC),  now  five  years  into  its 
experience  with  DRG's,  has  recognized  the  importance  of  a 
payment  system  flexible  enough  to  keep  pace  with  changing 
medicine : 

With  about  2  1/2  years  of  DRG  experience  available  to 
it,   ProPAC,   in  1986,   said  this: 

[A]   recalibration  schedule  should  be 
set  in  advance  so  that  the  hospital 
industry  can  anticipate  when  changes 
in  the  weights  will  occur...  Given 
how  quickly  practice  pattern  changes 
that  affect  relative  resource  use 
among  the  DRGs  can  occur,   the  four- 
year  maximum  cycle  is  clearly  too 
long  to  keep  the  weights  current. 
Even  with  an  annual  cycle,   the  most 
current  patient  billing  data  will  be 
two  years  older  than  the  year  for 
which  the  weights  are  set. 

Also  in  1986,   ProPAC  recommended  annual  recalibration 
of  the  DRG  weights,  finding  these  adjustments 
"necessary  to  account  for  changes  in  medical  practice, 
technology  and...   coding."   (The  law  was  amended  to  make 
thi  s  change . ) 

Keeping  an  RVS  system  current  is  in  at  least  some  ways 
more  challenging  than  keeping  DRG's  current. 
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The  data  on  which  DRG  system  changes  are  based  are 
hospital  charges  and/or  costs.     This  is  information 
hospitals  routinely  compile.     And  it  is  information  HCFA 
routinely  collects  on  an  annual  basis.     Thus,  as  charge 
and/or  cost  data  is  received  by  HCFA  and  recorded,   it  can 
be  used  to  make  changes  in  the  DRG  weights  and 
classifications. 

The  data  source  for  a  resource-based  RVS,  however,   is  not 
so  readily  available,   since  the  key,  underlying  factors 
are  physicians'   total  work  and  practice  costs.  Unlike 
hospital  charges  and/or  costs,  data  on  physicians'  total 
work  and  practice  costs  is  not  routinely  or  easily 
collected.     It  can  be  acquired  only  through  complex  and 
painstaking  surveys  (witness  the  extent  of  Professor 
Hsiao's  own  total  work). 

These  difficulties,  however,  make  an  up-to-date  RVS  no 
less  important.     While  the  Commission  has  begun  to  address 
this  issue,  we  suggest  the  Subcommittee  and  the  Commission 
explore  the  following  specific  approaches: 

A.  An  interim,  more  immediate  adjustment  mechanism 

We  urge  the  Subcommittee  to  explore  ways  for  an  RVS 
to  recognize  new  technologies  on  an  interim,  more 
immediate  basis. 

This  is  particularly  important  for  RVS,   since,  as 
noted  above,  data  on  physicians'  total  work  and 
practice  costs  must  be  acquired  through  time- 
consuming  surveys.     This  means  the  data  may  be 
collected  less  frequently  than  is  optimal,  thus 
delaying  recognition  of  new  technologies  unless  an 
interim  mechanism  is  in  place. 

Such  a  mechanism  could  allow  new  things  to  be  coded 
and  paid  for  temporarily  until  more  complete,  survey- 
based  judgments  could  be  made.     During  such  an 
interim  period,  physicians  and  others  could  submit 
information  that  would  allow  the  later  judgments  to 
be  more  informed. 

What's  the  alternative?     If  past  is  prologue,  the 
alternative  is  to  wait  —  and  to  wait  a  long  time  — 
for  a  decision  to  be  made.     A  recent  report  by  an  HHS 
advisory  committee,  for  example,  found  that  new 
technologies  queue  up  an  average  2.4  years  for  a 
national  Medicare  coverage  decision. 
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If  unacceptable  for  an  established  regime  like 
Medicare  coverage,  delays  of  this  kind  are 
inexcusable  for  a  system  we  now  have  the  power  to 
shape.     RVS  is  such  a  system.     It  should  be  shaped  to 
avoid  delay  and  to  facilitate  integration  of  changing 
medical  practice.     An  interim  mechanism  may  be  one 
way  to  accomplish  this. 

B .  Mechanisms  for  updating  the  system 

In  addition  to  an  interim  mechanism,   the  RVS  system 
should  be  periodically  updated.     Among  the  mechanisms 
the  Subcommittee  should  consider  are  an  update  to  the 
conversion  factor  each  year  and  a  survey  of 
physicians'  total  work  and  practice  costs  as 
frequently  as  is  feasible. 

C .  Accurate  and  Credible  Criteria 

The  interim  adjustment  and  updating  mechanisms  should 
be  grounded  in  clear  criteria  that  measure  — 
accurately,   objectively,  predictably  —  the  resource 
and  practice  changes  taking  place  in  medicine.  This 
is  not  an  area  that  abides  imprecision.  For 
imprecision  can  breed  caprice,  and  that  can  cause 
confidence  in  the  system  to  fail. 

The  Subcommittee's  goal  should  be  to  make  RVS 
revisions  —  like  the  system  being  revised  —  as 
fair,   effective,  and  predictable  as  possible. 

Ill .  Conclusion 

We  close  as  we  began  by  saying  that  this  RVS  system,   to  be  a 
better  system,  must  be  well  constructed  and  carefully 
maintained.     We  stand  ready  to  work  with  the  Subcommittee  on 
these  and  other  important  RVS  issues. 
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STATEMENT  OF  MARTHA  McSTEEN,   NATIONAL  COMMITTEE  TO  PRESERVE 
SOCIAL  SECURITY  AND  MEDICARE 

I  am  Martha  McSteen,  President  of  the  National  Committee  to 
Preserve  Social  Security  and  Medicare.  The  National  Committee  represents 
over  five  million  members  and  supporters,  most  of  whom  are  senior  citizens. 
Physician  payment  reform  is  not  only  a  pocketbook  issue  for  the  Medicare 
program  and  doctors,  but  it  is  also  a  pocketbook  issue  for  senior  citizens.  They 
now  spend  18  percent  of  income  for  out-of-pocket  health  care  costs. 

While  the  Harvard  researchers  and  the  Physician  Payment  Review 
Commission  have  done  valuable  work,  it  is  up  to  Congress  to  see  that  these 
recommendations  translate  into  more  affordable  and  accessible  health  care  for 
older  Americans. 

The  National  Committee  has  outlined  beneficiary  criteria  for  physician 
payment  reform  which  include  financial  protection,  quality  care,  and 
information  and  assistance  (see  attached).  We  would  hope  that 
physician  payment  reform  would  provide  Congress  the  opportunity  to 
address  all  these  issues,  but  at  a  minimum  it  should  guarantee 
beneficiaries  financial  protection  from  doctor  charges  above  what 
Medicare  allows  and  from  Part  B  premium  increases. 

As  we  said  in  our  statement  last  year,  an  overwhelming  72  percent  of 
respondents  to  a  National  Committee  member  survey  agreed  that  the  federal 
government  should  regulate  doctor  and  hospital  fees.  Two-thirds  of  the 
membership  ranked,  as  one  of  their  top  two  Medicare  priorities,  that  doctors 
be  required  to  accept  assignment.  Controlling  premium  increases  was  also  a 
high  priority. 

We  are  dissappointed  that  the  Physician  Payment  Review  Commission 
did  not  recommend  limiting  doctor  charges  to  what  Medicare  allows. 

Past  reports  of  the  Commission  have  noted  that  the  burden  of  doctor 
overcharges  exceeds  $3.1  billion  a  year  in  additional  out-of-pocket  costs  for 
beneficiaries.  Beneficiaries  frequently  don't  know  whether  or  not  their 
doctors  will  overcharge  them  or,  if  so,  by  how  much.  Patients  who  are 
seriously  ill  face  the  largest  bills  and  have  the  least  choice  about  doctors.  The 
new  Medicare  Catastrophic  Coverage  Act  will  provide  little  help  for  these 
expenses,  which  are  usually  not  covered  by  private  medigap  insurance. 

While  considerably  less  than  the  last  year's  Part  B  premium  increase  of 
38.5  percent,  this  year's  premium  increase  of  12.5  percent  (before  the  increase 
for  catastrophic  care)  was  more  than  triple  the  cost-of-living  adjustment 
(COLA)  for  Social  Security  benefits.  If  the  premium  for  catastrophic  care  is 
included,  the  premium  increase  is  28.6  percent.  In  other  words,  the  premium 
has  increased  almost  thirty  percent  in  each  of  the  last  two  years. 

Beneficiaries  have  some  reason  to  hope  that  next  year's  basic  premium 
increase  (excluding  catastrophic)  will  be  no  more  than  four  percent  because 
current  law  would  limit  the  premium  increase  to  no  more  than  the  COLA. 
Unfortunately,  the  Administration  has  proposed  increasing  Part  B  premiums 
to  cover  25  percent  of  program  costs  which  would  cost  beneficiaries  $10.5 
billion  dollars  over  five  years,  or  approximately  $300  per  beneficiary. 

Congress  has  an  opportunity  to  reform  Medicare  payments  for  doctors 
in  a  way  that  will  assure  that  beneficiaries  are  financially  protected,  that 
doctors  are  paid  equitably  and  that  patients  are  assured  access  to  high-quality 
medical  care. 


Thank  you. 


139 


Beneficiary  Criteria  for  Physician  Payment  Reform 


FINANCIAL  PROTECTION 

Eliminate  "balance  billing."  Without  a  limit  on  doctor  charges  above  what 
Medicare  allows,  the  imposition  of  any  fee  schedule  will  do  little  more  than 
serve  as  an  open  invitation  to  doctors  to  "balance  bill"  beneficiaries  to 
compensate  themselves  for  lost  income.  This  is  a  particular  danger  with 
regard  to  specialty  surgeons;  their  record  on  accepting  assignment  has  been 
the  worst,  and  now,  under  any  conceivable  fee  schedule  imposed  by  Congress, 
they  stand  to  lose  the  most. 

Limit  Part  B  premium  increases.  Increases  in  Part  B  premiums  should  be  tied 
to  increases  in  the  Social  Security  cost-of-living  adjustment  (COLA),  as 
provided  under  current  law  for  1990  and  future  years.  Medicare  beneficiaries 
pay  $382.80  per  year  in  part  B  premiums  alone.   This  is  the  out-of-pocket  cost 
for  a  healthy  Senior  who  does  not  visit  a  doctor  even  once  for  an  entire  year. 
The  Administration  proposes  to  increase  Part  B  premiums  to  cover  25  percent 
of  program  costs.  This  could  cost  beneficiaries  up  to  $10.5  billion  over  five 
years. 


QUALITY  CARE 

Assure  that  care  is  necessary  and  appropriate.  Since  1972,  Medicare  has  relied 
on  utilization  review  to  identify  unnecessary  or  inappropriate  care.  It  has  not 
worked  well,  and  the  Physician  Payment  Review  Commission  concluded 
that,  as  currently  practiced  by  Medicare,  it  can't — "without  risk  of  reducing 
quality  of  care."  The  commission  favors  a  clearer  focus,  more  research  and 
less  secrecy. 

Assure  that  care  meets  quality  standards.  The  only  leverage  that  Medicare  has 
is  to  deny  payment  to  doctors  who  provide  substandard  medical  care.  In  1986 
Congress  ordered  Medicare  to  actually  start  doing  this.  Implementing 
regulations  only  recently  have  been  proposed.  They  would  provide  for  the 
denial  of  payment  only  when  medical  care  results  in  "actual,  significant, 
adverse  effect." 

The  peer  review  organizations  (PROs)  whose  job  is  to  watchdog  doctors  have 
failed  to  do  so,  according  to  the  Physician  Payment  Review  Commission.  Its 
1988  report  cited  a  HCFA  finding  that  half  the  PROs  "failed"  their  contractor 
performance  evaluations  because  they  had  done  nothing  about  the  instances 
of  inept  or  harmful  medical  care  they  had  discovered. 


INFORMATION  AND  ASSISTANCE 


Make  program  rules  clear  and  understandable.  Abolish  needlessly  complex 
rules  (e.g.,  the  MAAC)  that  are  incomprehensible  and  annoying  to  patients 
and  doctors  alike.  Agency  and  carrier  communications  to  beneficiaries 
should  be  clear  and  understandable,  timely  and  polite. 
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III 

1 

3  a 

cm  □ 

Assist  beneficiaries  in  filing  claims  and  appeals.  Restore  Medicare's  practice 
of  offering  help  to  beneficiaries  in  local  Social  Security  offices.  Encourage 
Medicare  carriers  to  undertake  efforts  in  "beneficiary  outreach/'  as  suggested 
by  the  Physician  Payment  Review  Commission. 

Publicize  clinical  criteria  and  physician  performance  data.  Throughout  its 
1988  report  to  Congress,  the  Physician  Payment  Review  Commission  called 
upon  beneficiaries  to  help  reduce  the  volume  and  intensity  of  medical 
services  and  to  help  eliminate  services  of  marginal  value.  The  Commission 
acknowledged  the  obvious  fact  that  doctors  are  the  key  decision-makers. 
Neverthless,  it  wants  beneficiaries,  their  families  and  organizations  to  help 
control  doctors'  prices  and  doctors'  behavior.  This  is  not  remotely  possible 
unless  beneficiaries  and  advocates  have  the  data  and  information  on  which 
to  base  informed  decisions. 
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